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The  full  replies  of  the  Department  of  Social  and  Rehabilitation 
Services  (SRS)  and  Hancock/Dikewood,  Inc.  (H/D)  are  included  in 
the  back  of  this  report. 
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Agency  Reply:      Concur.     See  page  79. 
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and  process  such  data.  13 
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files.  14 

SRS  Reply:     Concur.     See  page  79. 
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H/D  Reply:     Concur.    See  page  99. 

2D.     Provide  adequate  technical  documen- 
tation of  the  Medicaid  management 
information  system's  processing  flow, 
program  functions,  data  file  layout, 
test  data  procedures,   control  features, 
and  program  changes.  14 
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H/D  Reply:      Concur.    See  page  99. 


SUMMARY  OF   RECOMMENDATIONS  (Continued) 
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8.       Take  the  necessary  action  to  correct 

the  above  internal  control  weaknesses.  20 

Agency  Reply:      Concur.     See  page  81. 
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9.  Enforce  documentation  standards 
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of  eligibility  technicians.  21 
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Agency  Reply:      Concur.      See  page  82. 
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made  to  the  inventory  records.  24 
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35A.  Perform  periodic  reviews  of  the 
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processed  are  mailed.  58 

Agency   Reply:      Concur.     See  page  95. 


56 


57 


XII 


INTRODUCTION 

We  performed  a  financial/compliance  audit  of  the  Department 
of  Social  and  Rehabilitation  Services  (SRS)  for  the  fiscal  years 
ended  June  30,  1980  and  1981.  The  objectives  of  the  audit  were 
to:  (1)  determine  if  the  department's  financial  statements  present 
fairly  its  financial  position  for  the  fiscal  year  ended  June  30,  1981 
and  the  results  of  operations  for  the  two  fiscal  years  then  ended, 
(2)  determine  if  the  department  complied  with  applicable  laws  and 
regulations,  and  (3)  make  recommendations  for  improvement  in  the 
management  and  internal  controls  of  the  department. 

Section  5-13-307(2),  MCA,  requires  that  any  significant  costs 
associated  with  implementation  of  an  audit  recommendation  be 
disclosed.  If  we  determined  that  significant  costs  are  associated 
with  implementation  of  a  recommendation,  we  disclose  that  informa- 
tion in  the  discussion  of  the  problem. 

To  meet  federal  reporting  requirements  we  disclose  in  the 
body  of  the  audit  report  instances  of  noncompliance  with  federal 
laws  and  regulations,  and  the  associated  questioned  costs.  A 
summary  schedule  of  questioned  costs  is  presented  on  page  77. 
We  thank  the  director  and  his  staff  for  their  cooperation  and 
assistance  during  our  audit. 
BACKGROUND 

The  Department  of  Social  and  Rehabilitation  Services  was 
created  in  its  present  form  by  the  Executive  Reorganization  Act  of 
1971.  Following  is  a  brief  description  of  the  services  provided 
through  the  divisions  of  SRS: 


--Audit  and   Program  Compliance  Division 

Provides    for  those   audits    required   or   requested    by   the   pro- 
gram    divisions,     and     quality    control     and     program    effectiveness 
reviews.      The  division  also  screens  fraud  reports  and  provides  for 
child  support  and  third-party  liability  recovery. 
--Centralized  Services  Division 

Provides    general    administrative    support   for   the   department. 
--Community  Services  Division 

Regulates  and  administers  child  and  youth,  aging,  and  social 
service  programs.  Social  service  programs  include  foster  care  for 
adults  and  children,  protective  services,  adjustment  services  for 
individuals  in  nursing  homes,  health  related  reviews,  day  care, 
adoption,  services  to  unmarried  parents,  and  information  and 
referral. 

--Developmental  Disabilities  Division 
Provides  community  based  training  and  residential  services  for 
developmentally  disabled  individuals. 
--Economic  Assistance  Division 
Seeks    to    assist    people    in    attaining    a    minimum    standard    of 
living  including  health  and  welfare  needs. 
--Rehabilitation  Services  Division 

Provides  rehabilitation  services  promoting  the  restoration  of 
individuals  having  physical  or  mental  disabilities  constituting  a 
handicap  to  employment. 

--Veterans'  Affairs  Division 
Assists    veterans    and    their    dependents    in    securing    federal 
benefits  available  from  the  veterans'  administration. 


--Visual  Services  Division 

Provioes    rehabilitation    and    other    services   to   individuals   who 
are  blind,   partially  blind,  or  losing  their  sight. 
INTERNAL  CONTROL 

We  examined  the  financial  statements  of  the  Department  of 
Social  and  Rehabilitation  Services  for  the  two  fiscal  years  ended 
June  30,  1981,  As  part  of  our  examination,  we  evaluated  the 
department's  system  of  internal  accounting  control  to  the  extent  we 
considered  necessary  to  evaluate  the  system  as  required  by  gener- 
ally accepted  auditing  standards.  The  purpose  of  our  evaluation 
was  to  establish  a  basis  for  reliance  thereon  in  determining  the 
nature,  timing,  and  extent  of  other  auditing  procedures  necessary 
for  expressing  an  opinion  on  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide 
management  with  reasonable,  but  not  absolute,  assurance  that  1) 
assets  are  safeguarded  against  loss  from  unauthorized  use  or 
disposition,  2)  transactions  are  executed  in  accordance  with  manage- 
ment's authorization,  and  3)  financial  records  are  reliable  for 
preparing  financial  statements  and  maintaining  accountability  for 
assets.  The  concept  of  reasonable  assurance  recognizes  that  the 
cost  of  a  system  of  internal  control  should  not  exceed  the  benefits 
derived.  It  also  recognizes  that  the  evaluation  of  these  factors 
necessarily  requires  estimates  and  judgments  by  management. 

For  purposes  of  this  report  we  have  classified  significant 
controls  in  the  department's  accounting  system  in  the  following 
categories: 


1.  Purchasing/Disbursements 

2.  Revenue/Receipts 

3.  Treasury 

4.  Plant,    Property  and   Equipment 

We  evaluated  the  significant  controls  identified  in  the  above 
categories.  Other  auditing  procedures  were  applied  to  accounts 
receivable  and  inventories  maintained  by  the  department. 

Our  examination,  made  for  the  limited  purpose  described  in 
the  first  paragraph,  would  not  necessarily  disclose  all  weaknesses 
in  the  system  of  internal  accounting  control.  It  was  based  upon 
selective  tests  of  accounting  records  and  related  data.  Accordingly, 
we  do  not  express  an  opinion  on  the  system  of  internal  accounting 
control  of  the  department  taken  as  a  whole.  Our  evaluation  dis- 
closed no  condition  that  we  believe  to  be  a  material  weakness. 
However,  those  internal  control  weaknesses  identified  during  the 
audit  which  warrant  management's  attention  are  described  in  vari- 
ous sections  of  this  report. 
ECONOMIC  ASSISTANCE   DIVISION 

The  Economic  Assistance  Division  responsibilities  include 
managing  and  supervising  a  number  of  programs  which  receive 
fiscal  authorization  from  the  state  legislature,  but  are  administered 
at  the  local  level.  The  following  list  identifies  those  programs  and 
the  administering  body: 


■Aid  to  Families  with  Dependent  Children  (AFDC) 
County  Welfare  Offices 


■Medical  Assistance  - 
County  Welfare  Offices 


—  Food  Stamps  - 
County  Welfare  Offices 

--USDA  Food  Commodities  - 
SRS  and  Tribal  Councils 

--Low  Income  Energy  Assistance  and  Weatherization  - 
Local  Human  Resource  Development  Councils 

The  division  also  supervises  the  County  Subsistance/Medical 
Assistance  program,  which  receives  no  appropriation  from  the 
Legislature  and  is  administered  by  County  Welfare  Offices.  The 
Grant-in-Aid  program  for  counties  that  exceed  the  mill  levy  limit 
for  the  county  poor  fund  is  also  managed  by  the  division. 

Our   audit  did   not  include  the   Low    Income   Energy   Assistance 
and    Weatherization    program    and    the    County    Subsistance/Medical 
Assistance    program.       SRS    assumed    the    first    program    from    the 
Department   of   Community    Affairs    effective  July  1,    1981,    which   is 
beyond  our  audit  period.     Because  no  state  funding  is  involved  we 
did   not  review  the  County  Subsistance/Medical  Assistance  program. 
SRS   officials    indicated    that   problems    disclosed   in   the   report 
sections   relating  to  the  AFDC,   Medical  Assistance,   and   Food  Stamp 
programs    result,    in    part,    from   the   division    of  responsibility   be- 
tween  SRS  and  the  County  Welfare  Offices.     SRS  is  responsible  for 
developing     policies    and    procedures    for    the    assistance    programs 
which    accord    with    state   and    federal    rules    and    regulations.      The 
department  also   supervises  the  implementation  of  these  programs  at 
the    local    level.      The   County   Welfare   Offices    are    responsible   for 
administering    the    assistance    programs.      Although    welfare   offices 
receive     state     and     federal     funding     through     SRS,     the     County 
Commissioners    control    their   operations.      SRS   officials    stated  that 


under  this  organizational  structure,  the  department  lacks  the 
control  over  the  administrative  function  required  to  assure  the 
effective  implementation  of  program  policies  and  procedures. 

Our  audit  scope  did  not  include  an  analysis  of  the  organiza- 
tional structure  of  the  assistance  programs.  SRS  should  review 
and  evaluate  the  effectiveness  of  the  present  organizational 
structure  to  determine  if  revisions  are  required. 

The   following   sections   disclose  the   results  of  our  audit  work 
in  the  Economic  Assistance  Division. 
MEDICAL  ASSISTANCE  PROGRAM 

The  Medical  Assistance  Program  administers  Medicaid,  a  feder- 
ally sponsored  assistance  program.  The  program  pays  for  neces- 
sary medical  services  for  persons  who  are  unable  to  pay  for  such 
care  themselves.  Eligible  individuals  include  recipients  of  AFDC, 
Supplemental  Security  Income  (SSI),  and  persons  who  do  not 
qualify  for  monetary  assistance  but  whose  income  and  resources 
are  insufficient  to  meet  their  medical  costs. 

Management  responsibilities  for  the  program  are  divided  among 
the  following   bureaus:      1)    Field   Services,      2)   Management  Opera- 
tions,    3)   Eligibility  Policy,     4)  Medicaid  Financing,  and  5)  Medicaid 
Services.     These  bureaus  develop,   disseminate,   and  assure  effective 
implementation  of  policies   and   procedures   in   accordance  with   state 
and  federal  rules  and  regulations. 

The  County  Welfare  Offices  administer  the  program  at  the 
local  level.  County  responsibilities  include  determining  eligibility 
and   providing  client  consultation. 


Medicaid   Expenditure  Accrual 

Generally    accepted    accounting    principles    (GAAP)    and    state 
accounting    policy    require    that    expenditures    be    recorded    in    the 
year    for    which    they    are    a    valid    obligation.      A    valid    obligation 
exists    when    services    have    been    rendered    or    materials    received. 
An    expenditure    accrual    is   to    be   established    when    services    have 
been   rendered   and   payment  has   not  been  made  at  fiscal  year-end. 
In   our   1976   and    1979  audit  reports  we  recommended  SRS  seek 
a  one-time   legislative  appropriation  to  allow  for  the  proper  accrual 
of    Medicaid    expenditures.       SRS    discussed    the    matter    with    the 
Human   Services  Subcommittee  of  the  Joint  Appropriations  Committee 
during   the  1979   legislative  session.      The  appropriations   necessary 
to  properly  accrue  Medicaid  expenditures  were  not  recommended  by 
the    subcommittee.       Because    SRS     lacked    sufficient    appropriation 
authority,   they  did  not  accrue  an  estimated  $7.7  million  in  services 
provided    but    not   billed    by    June  30,    1980.      A    discussion    of   the 
1981  Medicaid  accrual  follows  this  section. 

The  financial  statements  presented  in  this  report  are  adjusted 
to  reflect  the  proper  accrual.  However,  the  failure  to  accrue 
these  expenditures  understates  liabilities  and  expenditures  as 
reported  on  the  fiscal  year-end  1979-80  SB  AS  reports.  Accrued 
support  expenditures  reported  on  SBAS  are  understated  approxi- 
mately $2.6  million  and  $5.1  million  in  the  General  Fund  and  the 
Federal  and   Private  Grant  Clearance   Fund,    respectively. 

The  understatement  of  General  Fund  accrued  support  expendi- 
tures of  approximately  $2.6  million,  overstates  the  General  Fund 
balance    reported    by    SRS    to    the    Department    of    Administration    at 


June  30,  1980.  This  overstatement  affects  the  fund  balance  amount 
certified  by  the  Department  of  Administration  to  the  Department  of 
Revenue.  The  Montana  Property  and  Income  Tax  Relief  Act  states 
that  "the  income  tax  exemption  deduction  amounts  allowed  in  section 
15-30-112,  MCA,  are  increased  by  $50  for  each  $2.8  million  by 
which  the  General  Fund  balance,  as  certified  by  the  director  of 
the  Department  of  Administration  to  the  director  of  the  Department 
of  Revenue,   exceeds  $13  million  as  of  June  30,   1980." 

The  General  Fund  balance  certified  at  June  30,  1980  was 
approximately  $39.8  million.  This  caused  the  exemption  deduction 
to  be  increased  from  $800  to  $1,250.  The  $2.6  million  overstate- 
ment caused  the  exemption  deduction  to  be  increased  $50  higher 
than  it  should  have  been.  The  General  Fund  balance  certified  at 
June  30,  1980  could  not  be  changed  to  recognize  the  liability 
because  SRS  could  not  legally  overexpend  its  appropriation.  To 
determine  the  June  30  fund  balance  on  which  the  tax  exemption  is 
based,  the  Department  of  Administration  recognized  the  legal 
limitation  on  appropriated  expenditures. 

During    the    1981    legislative    session    SRS    again   requested  the 
appropriation     authority     necessary     to     properly     accrue    Medicaid 
expenditures.      House  Bill  94,    Laws  of  1981,   appropriated  $3,954,606 
to  SRS  for  the  Medicaid  accrual. 

At  fiscal  year-end  1980-81,  SRS  accrued  Medicaid  expendi- 
tures of  $4,617,510,  $2,157,  and  $8,360,083  in  the  SBAS  General 
Fund,  Federal  and  Private  Revenue  Fund,  and  the  Federal  and 
Private  Grant  Clearance  Fund.  We  determined  the  amount  of  the 
Medicaid    accrual    is    reasonable.      Based   upon   an   estimate  made  by 


SRS  personnel  using  information  available  after  June  30,  1981, 
which  we  reviewed  and  determined  to  be  reasonable,  the  General 
Fund  and  Federal  and  Private  Grant  Clearance  Fund  accrued 
support  expenditures  are  understated  approximately  $300,000  and 
$1,200,000  at  June  30,  1981.  The  General  Fund  appropriation 
authority  necessary  to  accrue  the  total  estimated  support  expendi- 
tures was  not  available.  SRS  did  not  accrue  the  full  federal  share 
of  the  estimated  accrual  because  the  state  match  was  not  available. 
This  under  accrual  does  not,  however,  materially  misstate  Medicaid 
support  expenditures.  The  financial  statements  presented  in  this 
report  are  adjusted  to  reflect  the  SRS  revised  accrual. 

SRS  did  not  accrue  estimated  Medicaid  expenditures  of  $9.5, 
$7.7,  and  $1.5  million  at  June  30,  1979,  1980,  and  1981,  respec- 
tively. These  unaccrued  expenditures  were  charged  against  the 
next  year's  appropriation.  Therefore,  expenditures  reported  at 
fiscal  year-ends  June  30,  1980,  and  1981  are  overstated  approxi- 
mately $1.8  and  $6.2  million  (determined  by  netting  the  unaccrued 
expenditures  at  one  year-end  with  those  of  the  previous  year-end). 
The  under-accrued  Medicaid  expenditures  at  June  30,  1979  of 
$9.5  million  is  based  upon  the  actual  amount  of  subsequent  payment 
made  on  unbilled  services  provided  in  fiscal  year  1978-79.  This 
amount  differs  from  the  estimated  under-accrued  expenditures 
reported  in  our  1979  audit  report. 

The  $4,617,510  expenditure  accrual  in  the  General  Fund 
exceeds  the  House  Bill  94  supplemental  appropriation  of  $3,954,606. 
The  difference  of  $662,904  was  accrued  under  the  authority  of  the 
cash    appropriation    for    the    biennium.      The    accrual    of    Medicaid 


obligations  above  the  amount  authorized  by  House  Bill  94  violates 
the  proviso  attached  to  the  appropriation.  SRS  accrued  these 
obligations  to  comply  with  state  statute. 

Section  17-7-302,  MCA,  states  that  "An  appropriation  shall  be 
deemed  to  be  encumbered  at  the  time  and  to  the  extent  that  a 
valid  obligation  against  the  appropriation  is  created,  .  .  .  ."  SRS 
requested  an  Attorney  General's  opinion  on  whether  the  proviso  of 
House  Bill  94  conflicts  with  the  statutory  requirements  of  section 
17-7-302,  MCA.  SRS  withdrew  the  requested  opinion  and  based 
their  decision  to  accrue  obligations  in  violation  of  the  provisions  of 
House  Bill  94  upon  an  Attorney  General's  opinion  in  a  similar  case. 
The  Attorney  General  issued  the  opinion  that  statutory  law  cannot 
be  repealed  by  implication  in  an  appropriation  bill.  During  the 
Special  Session,  November  1981,  the  proviso  to  House  Bill  94  was 
repealed    to    allow   SRS    to    properly   accrue   Medicaid    expenditures. 

RECOMMENDATION  ttl 

WE     RECOMMEND     SRS     CONTINUE     TO     PROPERLY     ACCRUE 

MEDICAID   EXPENDITURES. 

Medicaid  Claims  Processing 

SRS  contracts  with  fiscal  intermediaries,  the  Hancock/Dikewood 
Services,    Incorporated    (H/D)   of  Albuquerque,    New  Mexico  and  the 
Montana     Foundation     for    Medical     Care     (MFMC)     to    approve    and 
process  Medicaid  claims. 

The   claims   processing    system   is   initiated    by  a  Medicaid  client 
receiving   services   from   a   provider,    and   the   provider  submitting  a 
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claim   to   the    h/D    office    in    Great    Falls.      H/D   performs   the   initial 
processing    and    sends   the   claim,    with    the   exception    of  drug   and 
nursing    home   claims,    to   the   MFMC.      H/D    codes    and   screens  the 
drug    claims    and    reviews    nursing    home    claims    to   ensure    payment 
according     to     predetermined     rates.       The    foundation    codes    and 
screens    the    medical    or    dental    services    billed    and    approves    the 
claim   for    payment.      The  claims  are   returned   to  the   H/D  office  in 
Great    Falls  for  completion  of  processing.      H/D   produces  a  weekly 
warrant   spool   tape  for  processed  claims  and  sends  it  to  SRS.     SRS 
submits  the  tape  to  the  Computer  Services  Division,   Department  of 
Administration,    and   requests  that  the  State  Auditor's   Office  print 
the   warrants.      SRS    mails   the    printed   warrants  to  the  providers. 
We    performed    a    service    center    review    of    Hancock/Dikewood 
Services,    Incorporated   and   identified   the  following  problems  in  the 
Medicaid  claims  processing  system. 

Hancock/Dikewood  Services,    Incorporated  (H/D) 

We  reviewed  the  controls  in  existence  at  H/D's  Great  Falls 
office  and  at  the  computer  center  in  Albuquerque,  New  Mexico. 
Our  objective  was  to  determine  whether  the  facilities  maintain 
adequate  data  processing  controls,  including  hardware/software, 
library  files,  computer  operation,  organization,  and  physical 
security  controls.  Although  we  determined  that  overall  controls 
are  adequate,   we  noted  the  following  weaknesses. 

H/D  programmers  responsible  for  the  maintenance  of  the 
Medicaid  Management  Information  System  (MMIS)  can  perform  the 
same  functions,  including  the  initiation  and  deletion  of  transactions 
and   master  file  changes,   as  data  entry  operators  in  the  Great  Falls 
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office.  Access  to  data  files  sJiould  be  limited  to  those  individuals 
(operators)  authorized  to  process  such  data.  A  lack  of  controls 
over  access  to  the  system  increases  the  opportunity  for  unauthorized 
modifications  to  data  files.  This  is  a  serious  weakness  in  the 
Medicaid  claims  processing  system.  Programmers  could,  for 
example,  modify  the  master  file  to  include  a  fictitious  service 
provider.  A  transaction  could  then  be  initiated  resulting  in  a 
payment  to  the  fictitious  provider.  Some  compensating  controls 
exist  because  of  SRS's  quality  control  reviews  and  monthly  confir- 
mations of  services  received.  These  controls  are  intended  to 
verify  that  payments  are  made  on  claims  only  when  the  following 
criteria  are  met: 

1)  Clients,    services,    and   providers  meet  Medicaid  eligibility 
criteria,   and 

2)  Services    claimed    were    actually    received    by   the   client. 
In  some  instances,   MMIS  maintenance  programmers  test  program 

modifications  against  live  data  in  the  MMIS  data  base.  H/D  personnel 
stated  that  no  test  data  base  exists  for  the  current  system. 
Because  of  this,  there  exists  a  potential  for  unauthorized  or  unin- 
tentional modifications  to  the  existing  files  in  the  data  base. 
Program  modifications  should  be  tested  in  such  a  manner  as  to 
ensure  the  integrity  of  the  MMIS  data  base  files. 

Standards  for  systems  development,  programming,  and  docu- 
mentation did  not  exist  at  H/D  during  the  development  of  the 
present  MMIS.  As  a  result,  technical  documentation  for  the  system 
application  relating  to  system  flowcharts,  program  flowcharts  or 
narratives,  data  file  record  layouts,  test  data  procedures,  summary 
of  control   features,   and   records  of  program  changes  and  approvals 
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is    inadequate.      A    lack   of    adequate    documentation    may    limit:      1) 
the  understanding  of  a  system's  objectives,    concepts,   and  output; 
2)  the  availability  of   information   required  by  systems  analysts  and 
programmers    who    are    responsible    for    maintaining    and     revising 
existing    systems    and    programs;    3)    the    availability   of   information 
necessary  for  supervisory  or  contractual    review   by   users;    and  4) 
the  availability  of  information  necessary  to  ensure  continuity  in  the 
event  of  a  disaster  or  loss  of  experienced  personnel.     H/D  manage- 
ment should    require  various   levels  of  documentation,   and  establish 
formal     guidelines    defining    the    appropriate    levels    of    detail    for 
system  documentation. 

Hancock/Dikewood  Services,  Incorporated  has  not  developed  a 
formal  disaster  recovery  plan.  A  disaster  recovery  plan  provides 
time  schedules,  supervisor  responsibilities,  data  link  procedures, 
and  application  processing  priorities  to  be  followed  in  the  event  of 
a  disaster.  Such  a  plan  will  assist  the  recovery  of  essential 
processing  capabilities. 

After  the  completion  of  processing  involving  an  MMIS  output 
tape,  the  tape  is  placed  in  a  general  output  area.  Access  to  the 
tape  is  not  limited.  To  minimize  the  potential  loss  of  MMIS  tapes, 
access    to    such    items    should    be   controlled    by   the   tape   librarian. 

RECOMMENDATION  #2 

WE    RECOMMEND    SRS    REQUIRE    THE    FISCAL    INTERMEDIARY 

TO: 

A.       LIMIT  ACCESS  TO   DATA   FILES  TO  THOSE   INDIVIDUALS 
AUTHORIZED     TO     INPUT    AND     PROCESS    SUCH     DATA. 
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B.  DEVELOP  FORMAL  PROCEDURES  ENSURING  THAT  THE 
TESTING  OF  PROGRAM  MODIFICATIONS  WILL  NOT 
EFFECT   LIVE  DATA  BASE   FILES. 

C.  ESTABLISH  SYSTEMS  DEVELOPMENT,  PROGRAMMING, 
AND   DOCUMENTATION   STANDARDS. 

D.  PROVIDE  ADEQUATE  TECHNICAL  DOCUMENTATION  OF 
THE  MEDICAID  MANAGEMENT  INFORMATION  SYSTEM'S 
PROCESSING  FLOW,  PROGRAM  FUNCTIONS,  DATA  FILE 
LAYOUT,  TEST  DATA  PROCEDURES,  CONTROL 
FEATURES,   AND   PROGRAM  CHANGES. 

E.  DEVELOP  A   FORMAL   DISASTER   RECOVERY   PLAN. 

F.  CONTROL  ACCESS  TO  MMIS  TAPES  THROUGH  THE 
LIBRARIAN   FUNCTION. 

Nursing  Home  Audits 

SRS  did  not  complete  four  nursing  home  provider  audits  on  a 
timely  basis.  Federal  regulations  require  on-site  audits  of  the 
financial  and  statistical  records  of  each  provider  participating  in 
the  Medicaid  program  within  the  three-year  period  beginning 
January  1,  1978,  and  ending  December  31,  1980.  SRS  started 
audits  of  three  of  the  four  nursing  homes  prior  to  December  31, 
1980,  but  did  not  complete  them  within  the  required  time  period. 
When  selecting  providers  for  follow-up  audits  SRS  did  not 
comply  with  federal  regulations.  Federal  regulations  require 
fourth-year  audits  of  fifteen  percent  of  those  nursing  home  providers 
audited  during  the  three-year  period  beginning  January  1,  1978, 
and   ending    December  31,   1980.     One-third  of  the  providers  chosen 
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must  be   randomly   selected.      SRS   performed   follow-up   audits  of  28 
of   the   91    nursing    homes   audited   during  the  3-year   period.      SRS 
did  not  utilize  random  selection  procedures  when  choosing  providers 
for  follow-up  audits. 

RECOMMENDATION  #3 

WE     RECOMMEND     SRS    SELECT     NURSING     HOME     PROVIDERS 

FOR    AUDITS   IN   COMPLIANCE  WITH    FEDERAL   REGULATIONS. 

Dental  Claim  Payments 

SRS    does    not    follow    guidelines    established   in   the   State   Plan 
for  Medicaid  to  determine  the  amount  of  payment  for  dental  services. 
The  State   Plan  for  Medicaid   informs  federal  agencies  how  the  state 
meets    federal    requirements    and    intends   to    implement   the   Medical 
Assistance    Program.      This    plan   must   receive  federal   approval   for 
SRS   to   obtain    participating    funds.      Payments   for  dental   services 
are    limited    by  the  plan   to  the   lowest  of  actual   charges,    the  pro- 
vider's Medicaid   median   charge  for  the  service,  the  75th  percentile 
of   the    range   of   weighted    customary  charges  for  the   locality,    the 
amount    allowable    for    the    same    service    under    Medicare,    or    the 
department's  fee  schedule.     Three  of  the  five  dental  claims  reviewed 
were    paid    at   a    rate   above   the    provider's    median    charge   for  the 
service.      The    amount    of    overpayment    is    not    significant   for   the 
claims  reviewed. 

Officials  at  SRS  indicated  that  many  dental  practitioners 
submitted  claims  for  the  amount  they  knew  Medicaid  would  pay. 
This  practice  lowers  the  provider's  median  charge  below  what  it 
would    be    if    based    upon   normal    charges.      Because  the   median   for 
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many  providers  is  distorted,   SRS  discontinued  using  it  as  a  limiting 
factor.      As   a    result  of   not  following   the   criteria  in  the  State  Plan 
for    Medicaid,     SRS    is    overpaying    providers    for    dental    services. 

RECOMIVIENDATiON  #4 

WE  RECOMMEND  SRS  REIMBURSE  PROVIDERS  FOR  DENTAL 
SERVICES  IN  ACCORDANCE  WITH  THE  CRITERIA  ESTAB- 
LISHED IN  THE  APPROVED  STATE  PLAN  FOR  MEDICAID,  OR 
AMEND  THE   PLAN. 

Quality  Control   Follow-up 

During  our  audit  we  noted  cases  where  SRS  did  not  receive 
written  documentation  that  errors  found  during  quality  control 
reviews  were  corrected  by  the  counties.  In  our  fiscal  year  1978-79 
audit  report,  we  recommended  SRS  establish  and  implement  a 
method  of  follow-up  on  eligibility  errors  found  by  its  Program 
Integrity  Bureau.  Documentation  of  follow-up  on  errors  would 
provide  SRS  with  assurance  that  corrective  action  is  taken  by  the 
counties. 

Fieldworkers  from  the  Field  Services  Bureau  are  responsible 
for  determining  whether  corrective  action  is  taken  by  the  counties 
for  errors  identified.  We  noted  prior  to  October  1980,  the  field- 
workers  did  not  always  submit  written  reports  of  the  action  taken 
by  the  counties  to  the  headquarters  office  in  Helena.  According 
to  SRS  officials,  follow-up  procedures  adopted  in  September  1980, 
include  a  requirement  that  fieldworkers  submit  written  reports. 
Implementation  of  this  policy  provides  SRS  with  documented  assur- 
ance that  errors  are  adequately  corrected. 
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RECOMMENDATION  #5 

WE  RECOMMEND  SRS  CONTINUE  REQUIRING  WRITTEN 
FOLLOW-UP  REPORTS  FROM  FIELDWORKERS  DOCUMENTING 
CORRECTIVE  ACTION  TAKEN  FOR  QUALITY  CONTROL 
ERRORS   REFERRED  TO  THE   COUNTIES. 

AID  TO  FAMILIES  WITH   DEPENDENT   CHILDREN   (AFDC) 

The  AFDC  program  is  designed  to  provide  financial  assistance 
to  needy  families  with  dependent  children.  Adult  relatives  or 
guardians  with  whom  the  child  is  living  apply  for  assistance  at  the 
County  Welfare  Office  in  the  county  where  the  child  resides. 
Eligibility  technicians  interview  applicants  and  grant  assistance  to 
those  meeting  the  program  eligibility  requirements.  SRS  sets 
management  policies  and  procedures  and  controls  payment  process- 
ing. 

Documentation  of  Eligibility 

In  our  review  of  40  AFDC  recipient  eligibility  files,  we  noted 
six  cases  lacked  the  required  documentation  of  eligibility.  The 
documentation  deficiencies  related  to  the  following  criteria: 

1)  Property  Transfers  (2  cases), 

2)  Social  Security  Numbers  (2  cases),   and 

3)  Need  and  Income  (2  cases). 

According  to  federal  and  state  regulations,  compliance  with 
eligibility  criteria  must  be  documented  in  the  files.  This  documen- 
tation is  required  to  determine  the  recipients'  eligibility.  Because 
these  case  files  did  not  include  all  required  information,  we  could 
not  evaluate  the  determinations  for  reasonableness. 
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It  is  the  responsibility  of  the  eligibility  technicians  (ET)  to 
ensure  the  files  contain  adequate  documentation.  ETs  could  not 
explain  why  the  documentation  was  missing. 

RECOMMENDATION  #6 

WE  RECOMMEND  SRS  EMPHASIZE  TO  THE  ELIGIBILITY 
TECHNICIANS  THE  NEED  TO  DOCUMENT  THEIR  REVIEW  OF 
AFDC    ELIGIBILITY   CRITERIA. 

Home  Visits 

One  of  the  five  counties  we  visited  did  not  make  yearly  home 
visits.  The  state  AFDC  policy  manual  requires  home  visits  at  least 
once  a  year  for  all  AFDC  cases.  County  eligibility  technicians 
stated  that  the  lack  of  time,  high  caseloads,  and  travel  expense 
prevented  yearly  home  visits.  An  SRS  official  stated  that  the 
department  needs  to  study  the  cost-benefit  factors  of  the  home 
visits  since  they  are  not  a  federal  requirement.  The  costs  of 
complying  with  this  policy  may  be  too  high. 

RECOMMENDATION  tt7 

WE     RECOMMEND    SRS     EITHER     ENFORCE    OR     RESCIND    THE 

HOME   VISITS   POLICY. 

FOOD  STAMPS 

The  purpose  of  the  food  stamp  program  is  to  establish  and 
maintain  adequate  levels  of  nutrition  for  the  nation's  population. 
The  program  permits  low-income  households  to  obtain  a  more  nutri- 
tious   diet    by    increasing    food    purchasing     power.    State    statute 
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designates  "^RS  as  the  administering  agency  for  Ihe  food  stamp 
program  in  Montana.  Responsibility  for  the  program  rests  with  the 
SRS  Economic  Assistance  Division.  Federal  regulations  and  a  state 
plan  prepared  by  SRS  provide  the  basis  for  SRS's  administration 
of  this  program. 

SRS  administers  the  food  stamp  program  through  certification 
and  issuance  offices  in  various  counties.  County  Welfare  Offices 
certify  clients  to  receive  a  specified  amount  of  food  stamps. 
Issuance  offices  provide  each  client  with  the  authorized  amount  of 
food   stamps   upon   receipt  of  an  authorization  to  participate  (ATP). 

Food  Stamp  Certification  and   Issuance 

--Internal  Controls 

SRS  has  the  responsibility  to  administer  the  food  stamp  pro- 
gram in  accordance  with  its  state  plan,  and  the  authority  to  make 
rules  and  regulations  governing  the  administration  of  the  plan. 
Without  proper  internal  controls,  SRS  cannot  be  certain  that  certifi- 
cations and  issuances  comply  with  federal  and  state  regulations. 
We  identified  the  following  internal  control  weaknesses  in  our 
testing  of  the  food  stamp  program. 

--At  four  of  the  five  counties  visited,  the  welfare  department 
sends  all  authorization  to  participate  (ATP)  cards  valid  for 
the  month  to  the  issuance  office.  Clients  sign  the  ATP  cards 
and  receive  their  food  stamps  from  the  issuance  agent. 
Federal  regulations  require  that  ATP  cards  be  distributed  to 
the  household  and,  in  turn,  surrendered  to  the  issuing  agent 
upon  receipt  of  the  coupons  (food  stamps).  This  procedure 
prevents  the  issuing  agent  from  having  control  of  both  assets 
and  the  authorization  to  use  such  assets.  SRS  should  enforce 
its  regulations  requiring  county  welfare  offices  to  send  ATP 
cards  directly  to  participating  households. 

--Two  of  the  five  counties  visited  had  inadequate  ATP  inven- 
tory control  records.  The  inventory  control  records  of  these 
counties    do    not    provide    sufficient    information    to    determine 
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balances  on  hand.  The  SRS  food  stamp  manual  states  that 
county  offices  may  design  and  use  their  own  inventory  control 
record  as  long  as  it  provides  the  following  controls:  1)  a 
computation  of  the  number  of  ATP  cards  on  hand  at  anytime, 
2)  the  physical  inventory  of  ATP  cards  at  the  end  of  the 
month,  and  3)  the  recording  of  any  differences  between  the 
record  count  and  the  physical  count  of  ATP  cards.  Physical 
inventories  are  of  little  value  unless  proper  inventory  records 
are  maintained.  SRS  should  train  and  encourage  county 
clerical  staff  to  follow  state  regulations  concerning  inventory 
control   records. 

-We  reviewed  the  reported  food  stamp  inventory  levels  of  eight 
issuance  offices  and  found  four  of  the  offices  had  inventory 
levels  exceeding  a  six-month  supply.  Based  upon  twelve 
month  average  usage  rates,  inventory  levels  ranged  from 
seven  to  eighteen-month  supplies.  Federal  regulations  state 
that  "the  [coupon]  inventory  levels  at  coupon  issuers  and 
bulk  storage  points  should  not  exceed  a  6-month  supply, 
taking  into  account  coupons  on  hand  and  on  order."  In  the 
four  violating  counties  we  noted  inventories  in  excess  of 
allowable  levels  amounting  to  $33,800  in  January  1981,  $19,200 
in  February  1981,  and  $48,800  in  March  1981.  Excessive 
inventories  represent  an  inefficient  allocation  of  coupon 
resources,  and  an  unnecessary  risk  of  theft.  SRS  should 
review  issuance  offices'  coupon  orders  to  ensure  inventory 
levels  are  not  excessive. 


RECOMMENDATION  #8 

WE     RECOMMEND     SRS    TAKE    THE    NECESSARY    ACTION    TO 

CORRECT    THE    ABOVE     INTERNAL    CONTROL    WEAKNESSES. 

Documentation  of  Eligibility  Determinations 

Eight  of  the  fifty  food  stamp  cases  we  reviewed  lacked 
sufficient  documentation  of  the  eligibility  determination.  From  the 
information  available,  we  could  not  evaluate  the  determination  for 
reasonableness.  Federal  regulations  require  that  case  files  include 
sufficient  information  to  permit  a  reviewer  to  determine  the  reason- 
ableness and  accuracy  of  the  determination. 

In  a  review  of  food  stamp  cases  by  the  SRS  Program  Integrity 
Bureau   covering   the   period   April   through  September,   1980,    it  was 
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noted  that  24.7  percent  of  the  cases  reviewed  contained  errors  in 
the  eligibility  determination.  These  errors  breakdown  as  follows: 
5.1  percent  of  the  households  receiving  a  food  stamp  issuance  are 
ineligible;  14.2  percent  of  the  eligible  households  received  an 
overissuance;  and  5.4  percent  of  the  eligible  households  received 
an  underissuance.  This  indicates  that  eligibility  technicians  are 
not  adequately  evaluating  all  eligibility  criteria  for  each  applicant 
and,  as  a  result,  individuals  are  receiving  incorrect  food  stamp 
benefits. 

RECOMMENDATION  #9 

WE   RECOMMEND  SRS   ENFORCE   DOCUMENTATION   STANDARDS 

THROUGH      TRAINING     AND     SUPERVISION     OF     ELIGIBILITY 

TECHNICIANS. 

Improper  Recording  of  Household  Participation 

The  counties  report  monthly  to  SRS  the  number  of  households 
and  persons  participating  in  the  food  stamp  program,  and  the 
value  of  coupons  issued.  In  two  of  the  five  counties  visited,  the 
report  was  being  improperly  completed. 

At  one  county  visited,  the  clerical  staff  count  households  and 
persons  from  each  authorization  to  participate  (ATP)  card  trans- 
acted during  the  month.  As  a  result,  households  receiving  more 
than  one  ATP  during  the  month  are  counted  more  than  once  in  the 
participation  figures  on  the  report.  The  instructions  on  the  form 
state:  "Report  only  once  those  households  and  persons  that 
purchased  coupons  more  than  once  during  the  month." 
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The  clerical  staff  of  another  county  count  cancelled  ATP 
cards  by  the  month  of  expiration  rather  than  the  month  in  which 
the  card  is  actually  transacted.  For  example,  an  ATP  card  issued 
during  March,  and  with  an  expiration  date  in  April,  would  be 
improperly  counted  as  issued  in  April.  Instructions  on  the  form 
state:  "All  transactions  must  be  reported  for  the  month  in  which 
they  occurred." 

County  welfare  workers  record  participation  of  clients  on  a 
Household  Participation  Record  (HPR).  One  county  we  visited 
posts  participation  to  the  HPR  from  a  mail  issuance  log  prepared 
by  the  county  and  sent  to  the  issuance  office.  The  log  provides 
authorization  for  the  issuance  agent  to  mail  food  stamps  to  clients. 
SRS  policy  provides  that  the  County  Welfare  Office  should  record 
participation  from  the  direct  mail  log  returned  from  the  issuance 
agent.  This  assures  the  recording  of  actual  participation.  The 
procedure  followed  by  this  county  resul,ts  in  an  overstatement  of 
the  reported  coupon  issuance  by  the  number  returned  to  the 
issuance  office. 

RECOMMENDATION  #10 

WE  RECOMMEND  SRS  ADMINISTER  STATEWIDE  CLERICAL 
SUPPORT  STAFF  TRAINING  TO  ALLEVIATE  THE  PROBLEMS 
NOTED  ABOVE. 

Food  Stamp   Inventory  Controls 

SRS  contracts  with  the  Wells  Fargo  Armored  Services  Corpora- 
tion   to    provide    handling    and    storage   services   for  $5  to  $8  million 
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worth  of  food  stamp  coupons.  Department  personnel  do  not  take  a 
periodic  physical  inventory  of  the  coupons,  and  they  do  not  observe 
the  Wells  Fargo  inventory  count.  SRS  maintains  a  perpetual  inven- 
tory system  for  the  food  stamp  coupons  stored  with  Weils  Fargo. 
We  reviewed  the  SRS  inventory  records  and  noted  adjustments 
made  by  "whiting  out"  the  corrected  amount.  These  changes  were 
made  to  reconcile  the  records  with  the  Wells  Fargo  inventory 
counts.  Reconciling  adjustments  are  not  reviewed.  Without  a 
review  to  determine  if  all  reconciling  items  are  reasonable,  the  SRS 
inventory  records  provide  no  control  over  the  accountability  for 
coupons. 

RECOMMENDATION  #11 
WE   RECOMMEND  SRS: 

A.  TAKE  A  BI-MONTHLY  PHYSICAL  INVENTORY  OF  FOOD 
STAMP  COUPONS  STORED  AT  WELLS   FARGO. 

B.  REVIEW  ALL  RECONCILING  ITEMS  BETWEEN  THE  SRS 
INVENTORY  RECORDS  AND  THE  WELLS  FARGO  INVEN- 
TORY COUNTS  TO  DETERMINE  THE  REASONABLENESS 
OF  ALL   ADJUSTMENTS. 

FOOD   DISTRIBUTION    PROGRAM 

Food  commodities  donated  by  the  U.S.  Department  of  Agricul- 
ture are  obtained  by  SRS  through  the  Food  Distribution  Program. 
These  food  items  are  for  distribution  to  eligible  residents  of  the 
Indian  reservations,  nutrition  programs  for  the  elderly,  institu- 
tions, non-profit  summer  camps,  and  needy  persons.  The  Food 
Distribution    Bureau    is    responsible   for   administering   the   program. 
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Inventory  Controls 

SRS  contracts  with  Capital  Transfer  and  Storage  in  Helena  to 
provide  handling  and  storage  services  for  the  food  commodities. 
The  department  maintains  a  perpetual  inventory  system  to  account 
for  the  receipt  and  distribution  of  commodities.  We  reviewed  the 
inventory  controls  over  the  food  commodities  stored  at  these  facil- 
ities. Our  review  disclosed  that  the  SRS  perpetual  inventory 
system  is  not  adequate.  The  SRS  records  are  adjusted  for  differ- 
ences noted  during  the  physical  inventory  counts.  Adjustments  to 
the  SRS  records  are  made  by  "whiting  out"  the  corrected  amount. 
These  changes  are  made  without  documented  justification.  A 
strong  system  of  internal  control  requires  the  separation  of  the 
accounting  and  physical  safeguarding  functions.  The  SRS  perpetual 
inventory  system  does  not  provide  adequate  accounting  control 
over  the  food  commodities. 

RECOMMENDATION  #12 
WE   RECOMMEND  SRS: 

A.  SUPERVISE       THE       FOOD       COMMODITIES       INVENTORY 
RECORDKEEPING   FUNCTION. 

B.  DOCUMENT      SUPPORT     FOR     ADJUSTMENTS     MADE     TO 
THE   INVENTORY   RECORDS. 

GRANTS-IN-AID 

Section  53-2-321,  MCA,  authorizes  the  counties  to  provide 
care  for  needy  county  residents  not  eligible  for  state  supported 
assistance    programs.       To    provide    funding    for    this    service    the 
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counties  lev^'  and  collect  an  annua!  tax  on  property  not  to  exceed 
13.5  mills.  When  a  county  levies  13.5  mills  and  poor  fund  expen- 
ditures exceed  the  available  cash,  the  county  is  eligible  for  a 
grant-in-aid  provided  by  the  state  through  SRS. 

In     July     1981,     SRS     awarded     Butte    Silver    Bow    County    a 
$150,190     grant-in-aid.       This    grant    amount    was    based    upon    a 
request  for  assistance  submitted   by   Butte  Silver  Bow  County,   and 
the   results  of  a   review  of  certain   poor  fund   expenditures  by  SRS 
personnel.      House    Bill  94,    Laws   of    1981,    requires  SRS  to   ".    .    . 
determine    that   all    expenditures   from    the   county    poor   fund    have 
been    reasonable   and    necessary,    according    to   criteria    set    by   the 
department."      SRS    established    criteria    by    which    to    evaluate   the 
reasonableness    and    necessity    of   county    pocr   fund    expenditures. 
We   examined    documentation    of   the  SRS   review  and  found   no   plan 
or    program    supporting    the    procedures    used.      Because   an    inde- 
pendent audit  of  the   Butte  Silver   Bow  County   Poor   Fund   has   not 
been    completed    since    1977,    the    review    procedures    are   extremely 
important.      There   is   no  assurance  that  SRS  review  procedures  are 
adequate  unless  support  for  scope  decisions  is  documented. 

RECOMMENDATION  #13 

WE    RECOMMEND  SRS   DOCUMENT  SCOPE   DECISIONS  AS  THEY 

RELATE    TO    THE    CRITERIA    ESTABLISHED    IN    ACCORDANCE 

WITH     THE     REQUIREMENTS     OF     HOUSE    BILL  94,     LAWS    OF 

1981. 
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DEVELOPMENTAL  DISABILITIES  DIVISION 

The  Developmental  Disabilities  Division  (DDD)  contracts  with 
non-profit  corporations  to  provide  services  to  developmental ly 
disabled  persons.  Administration  and  supervision  of  the  division's 
programs  is  achieved  through  a  central  office  in  Helena  and  five 
regional  offices  headquartered  in  Miles  City,  Great  Falls,  Billings, 
Helena,  and  Missoula  (Regions  I  through  V,  respectively).  The 
state's  General  Fund  and  federal  funds  under  Title  XX  of  the 
Social  Security  Act  provide  funding  for  the  program. 
Provider  Contracts 

The  fiscal  year  1978-79  OLA  audit  report  identified  weaknesses 
in  the  DDD  provider  contracts.  We  noted  the  following  weaknesses 
still  existed  in  the  fiscal  year  1979-80  and  1980-81  contracts. 


-DDD  contracts  do  not  contain  adequate  specifications  for 
property  records  and  depreciation  methods.  Federal  regula- 
tions require  grantees  to  maintain  property  records  on  items 
purchased  with  federal  funds.  At  the  five  providers  we 
visited,  records  were  not  adequate  to  meet  federal  standards. 
Without  adequate  records  DDD  cannot  identify  the  property 
purchased  with  state  or  federal  funds.  Identification  is 
essential  since  such  property  reverts  to  the  division  for 
redistribution  if  a  provider  ceases  operation. 

One  of  the  five  providers  tested  charged  depreciation  to  the 
contract.  To  assure  providers  consistently  charge  deprecia- 
tion,   specifications    should    be    established    in    the   contracts. 

-DDD  contracts  have  no  provision  requiring  departmental 
approval  of  transactions  between  providers  and  related  parties. 

-No  standard  criteria  exist  in  the  contracts  for  providers  to 
use  when  accounting  for  client  funds. 

-Contracts  and  grants  do  not  include  adequate  close-out  instruc- 
tions defining  what  a  valid  accrual  is  at  the  end  of  the  contract 
period. 


DDD    providers    visited    indicated    that   they    were    unaware   of 
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SRS  policy  and  their  contract  did  not  include  any  provisions 
relating  to  the  above  weaknesses.  SRS  personnel  stated  they 
intend  to  include  the  necessary  provisions  in  future  DDD  contracts. 

RECOMMENDATION   #14 

WE    RECOMMEND    SRS    INCLUDE    THE    ABOVE    PROVISIONS    IN 

THE  DDD   PROVIDER   CONTRACTS. 

Contractor  Selection 

We  reviewed  four  contract  files  and  found  they  did  not  contain 
adequate  documentation  of  the  basis  for  contractor  selection  and 
reasons  for  the  lack  of  competitive  bids.  Attachment  O  to  Federal 
Circular  A-102  establishes  procurement  standards  for  state  and 
local  governments  receiving  federal  assistance.  This  attachment 
requires  procurement  records  and  files  for  purchases  in  excess  of 
$10,000  to  include:  1)  the  basis  for  contractor  selection,  and  2) 
justification  for  lack  of  competition  when  competitive  bids  or  offers 
are  not  obtained. 

The  four  contract  files  also  did  not  include  proposals  and 
documentation  of  a  price  negotiation.  Attachment  O  to  Circular  A-102 
states  that  "Cost  analysis  is  the  review  and  evaluation  of  each  ele- 
ment of  cost  to  determine  reasonableness,  allocability,  and  allow- 
ability," and  requires  some  form  of  price  or  cost  analysis  to  be 
made  in  connection  with  every  procurement  action. 
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RECOMIVIENDATION   tt15 

WE  RECOMMEND  SRS  COMPLY  WITH  THE  PROCUREMENT 
REQUIREMENTS  OF  ATTACHMENT  O  TO  CIRCULAR  A-102 
WHEN   CONTRACTING   FOR   SERVICES. 

DDD   Eligibility 

Developmentally  disabled  clients  must  meet  financial  eligibility 
requirements  before  receiving  federal  Title  XX  funded  services. 
Federal  financial  eligibility  is  determined  by  either  median  income 
or  income  maintenance  status.  Developmentally  disabled  clients 
receiving  services  paid  from  state  funds  are  automatically  eligible 
by  virtue  of  their  disabilities. 

The  federal  government  determines  DDD  median  income  levels, 
which  are  80  percent  of  the  state's  median  income,  adjusted  for 
family  size.  Clients  are  eligible  for  Title  XX  services  if  their 
income  and  their  guardian's  income  are  within  the  median  guidelines, 
Developmentally  disabled  clients  who  receive  Supplemental  Security 
Income  (SSI)  are  automatically  eligible  for  Title  XX  services  under 
the  income  maintenance  status. 

We  identified  the  following  weaknesses  in  the  eligibility  deter- 
mination procedures  in  our  fiscal  year  1978-79  audit.  These  weak- 
nesses still  exist. 


■Caseworkers  determine  and  redetermine  client  eligibility  at 
designated  intervals.  A  supervisory  review  of  eligibility 
determinations  is  not  performed.  Giving  one  individual  com- 
plete responsibility  for  a  client  case  increases  the  chances  of 
intentional  or  unintentional  errors,  which  may  result  in  provid- 
ing services  to  an  ineligible  person. 

-We  found  that  7  of  25  adult  cases  tested   did   not  have  timely 
redeterminations.      Federal   regulations  require  eligibility 
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redeterr'.Tations    every    six    months  unless    the   client's    income 

is    derived     tiom     a    fixed    source,  such    as    pensions,     social 

security,    or    SSi.      In    these   cases,  eligibility   is    redetermined 
every  twelve  months. 

-Fiscal  years  1979-80  and  1980-81  Child  and  Family  Service 
programs  were  entirely  state  funded.  Clients  need  only  be 
developmentally  disabled  to  be  eligible  for  these  services. 
DDD  providers  determine  eligibility  for  children  who  are  not 
in  any  other  county  program.  The  determination  of  eligibility 
should  not  be  the  responsibility  of  those  providing  the  services, 

RECOMMENDATION   #16 

WE   RECOMMEND  SRS: 

A.  REQUIRE  SUPERVISORY    REVIEW  OF    ELIGIBILITY   DETER- 
MINATIONS ON   A  SAMPLE   BASIS. 

B.  ENSURE  THAT  COUNTIES  COMPLY  WITH  FEDERAL 
REGULATIONS  CONCERNING  REDETERMINATION  OF 
ELIGIBILITY. 

C.  REQUIRE  COUNTIES  TO  DETERMINE  ELIGIBILITY  OF 
CHILD  AND  FAMILY  SERVICES  CASES  OR  DEVELOP  AN 
ELIGIBILITY   REVIEW  SYSTEM   FOR  THESE  CASES. 


Group  Home  Licensing 

We  reviewed  the  licenses  of  nine  group  homes  and  found  that 
seven  had  delinquent  licenses.  Sections  53-20-305  and  53-20-307, 
MCA,  require  the  cooperation  of  the  Department  of  Health  and  SRS 
to  annually  license  group  homes.  Coordinating  the  necessary 
inspections  with  the  Department  of  Health  results  in  some  of  the 
licensing  delays. 

The  names  of  the  current  operators  of  all  nine  homes  differed 
from  those  indicated  on  the  licenses.  Homes  have  to  be  licensed 
for  the  current  operator.  Because  there  is  high  turnover  in 
group    home    operators,     it    is    difficult    to    keep    licenses    current. 
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Section  53-20-305,  MCA,  as  amended  by  the  1981  Legislature, 
gives  SRS  explicit  authority  for  the  licensing  of  group  homes. 
SRS  developed  a  new  licensing  system  based  upon  this  change  in 
authority. 

RECOMMENDATION  #17 

WE    RECOMMEND    SRS    ESTABLISH    PROCEDURES    TO    ENABLE 

TIMELY   LICENSING  OF  GROUP   HOMES. 

i 
REHABILITATIVE  AND  VISUAL  SERVICES   DIVISIONS 

SRS  provides  rehabilitative  and  visual  services  through  district 
field  offices.  Rehabilitation  counselors  at  the  district  offices 
process  applications,  set  up  Individualized  Written  Rehabilitation 
Plans  (IWRP)  with  clients,  provide  counseling  during  the  rehabilita- 
tion process,  and  determine  if  clients  reach  their  goals.  Both 
divisions  provide  the  district  supervisors  and  counselors  with 
training  and  supervise  rehabilitation  activities. 

The  federal  government,  under  the  Vocational  Rehabilitation 
Act  of  1973,  provides  80  percent  funding  for  these  programs.  The 
balance  is  paid  from  the  state's  General  Fund.  Fiscal  year  1979-80 
and  1980-81  expenditures  were  approximately  $764,000  and  $785,000, 
for  visual  services  and  $4,145,000  and  $4,265,000  for  rehabilitative 
services.  Approximately  676  visual  and  7,263  rehabilitation  clients 
were  served  during  fiscal  year  1980-81. 

We  reviewed  the  programs  to  determine  if  federal  and  state 
rules    and    regulations    are  met,    and   found   the  following   problems. 
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Income  Documentation 

Twelve  of  forty  Rehabilitative  Services  Division  (RSD)  clients 
tested  for  income  eligibility  did  not  have  adequate  financial  studies 
documented  in  their  case  files. 

Although  federal  regulations  do  not  require  financial  eligibility 
determinations,  the  state  is  allowed  to  consider  a  client's  ability  to 
financially  participate  in  the  rehabilitation  programs.  Both  Visual 
Services  Division  (VSD)  and  RSD  have  elected  to  adopt  financial 
needs  tests  for  certain  services.  Tests  of  financial  needs  are 
required   at  the  time  of  initial   application   and   annually  thereafter. 

The  vocational  rehabilitation  manual  states  a  client  will  be 
considered  in  financial  need  if  he  has  insufficient  resources  to 
procure  reasonable  living  requirements  and  to  meet  the  costs  of 
necessary  vocational  rehabilitation  services.  Specific  financial 
resources  and  expenses  are  to  be  included  in  the  financial  sum- 
mary. The  form  used  by  RSD  and  VSD  compares  the  clients 
financial  resources  to  expenses.  A  deficit  allows  the  counselor  to 
use  his  judgment  to  determine  if  a  need  exists. 

In   most  cases,    a  financial  summary  is  completed  upon  applica- 
tion;  however,  the  annual  updates  are  not  completed. 

RECOMMENDATION  #18 

WE     RECOMMEND     SRS     REQUIRE     COUNSELORS     TO     REVIEW 

CLIENT     FINANCIAL     STATUS     IN     ACCORDANCE    WITH     SRS 

POLICY. 
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Individualized  Written   Rehabilitation   Plan  (IWRP) 

The  IWRP  describes  the  client's  vocational  objective,  services 
SRS  will  provide,  estimated  costs,  the  client's  obligations  and 
requirements,  and  a  time  schedule  for  goals  and  objectives.  The 
counselor  and  client  develop  the  IWRP,  which  serves  to  document 
the  mutual  commitment  and  sets  forth  the  responsibilities  of  the 
counselor  and  the  client.  The  Rehabilitation  Services  State  Plan 
requires  the  counselor  and  client  to  review,  revise,  and  evaluate 
the  plan  yearly. 

We  reviewed  40  RSD  client  cases  to  ensure  that  IWRPs  were 
complete,  reviewed  yearly,  and  updated  for  changes  in  the  rehabil- 
itation objective.  One  case  did  not  have  an  initial  IWRP  established 
and  9  of  the  40  lacked  annual  plan  revisions.  Without  an  updated 
IWRP  the  client's  progress  can  not  be  adequately  evaluated. 

RECOMMENDATION  #19 
WE   RECOMMEND  SRS: 

A.  REQUIRE     COUNSELORS     TO     COMPLETE    AN     IWRP     FOR 
EACH   CLIENT  BEFORE  SERVICES  ARE   PROVIDED. 

B.  ENFORCE     REQUIREMENTS     FOR    ANNUAL    REVIEWS    AND 
REVISIONS  OF   EACH    IWRP. 

Contact  Documentation 

During  our  review  of  RSD  case  files,  we  found  inadequate 
documentation  of  counselor/client  contacts  in  9  of  39  files  reviewed. 
SRS  requires  counselors  to  contact  clients  every  three  months, 
unless  clients  are  in  plan  formation  or  interrupted  services  status, 
which    require   contact   every    eight   and    six    months,    respectively. 
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Counselors  said  that  although  they  contact  clients,  documenta- 
tion is  not  always  included  in  the  files.  Counselors  indicated  that 
meeting    with    clients    takes    priority    over    documenting    contacts. 

RECOMMENDATION  #20 

WE    RECOMMEND    SRS    REQUIRE   COUNSELORS   TO    DOCUMENT 

CLIENT  CONTACTS. 

COMMUNITY  SERVICES   DIVISION 

The  Community  Services  Division  provides  services  to  clients 
through  Aging,  Child  and  Youth  Development,  and  Social  Service 
programs.  The  division  is  divided  into  three  bureaus:  the  Manage- 
ment Operation,  Budget,  and  Contract  and  Evaluation  Bureaus. 
Our  audit  included  reviews  of  the  Foster  Care  for  Children 
and  Adults,  Aging  Services,  and  Youth  Development  programs. 
We  reviewed  the  status  of  the  prior  audit  recommendations  for  the 
Day  Care  and  Family  Planning  programs.  The  problems  identified 
in  the  review  are  discussed  in  the  following  sections. 

Foster  Care  For  Children 

--General 


The  Foster  Care  Program  provides  services  for  children  under 
the  age  of  18  in  need  of  care  outside  their  natural  homes.  The 
program  consists  of  Child  Welfare  Services  (CWS)  and  Aid  to 
Families  with  Dependent  Children  (AFDC)  foster  care  services. 
The  CWS  and  AFDC  programs  are  funded  by  Title  IV  federal 
matching  grants. 
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--Case  Documentation  and   Review 

The  Community  Services  Division  established  a  Social  Services 
Policy  Manual  detailing  the  policies  and  procedures  necessary  to 
fulfill  legal  obligations.  We  found  that  foster  care  case  files  lack 
required  documentation  to  provide  assurance  that  the  policies  and 
procedures    are    followed.      The   following    deficiencies    were    noted: 


1.  The  manual  requires  the  social  worker  to  complete  a 
Treatment/Service  Plan  (SS-76)  prior  to  placement,  and 
a  Placement  Face  Sheet  (SS-75)  when  placed.  Nine  out 
of  thirty-nine  cases  reviewed  did  not  include  the  required 
SS-75  or  SS-76.  County  personnel  stated  that  in  some 
cases  the  use  of  these  forms  has  not  been  implemented, 
and  not  all  social  workers  are  aware  of  the  policy  require- 
ment. 

2.  The  manual  requires  the  social  worker  to  contact  the 
foster  child  a  minimum  of  every  two  weeks  and  the  foster 
parents  a  minimum  of  once  a  month.  Thirteen  out  of 
thirty-four  cases  reviewed  did  not  include  documentation 
of  the  social  worker's  contact  with  the  foster  child  and 
parents  at  the  required  intervals.  According  to  county 
personnel  contacts  are  made,  but  they  are  not  always 
documented  because  of  the  time  involved. 


County  social  worker  supervisors  stated  that  during  fiscal  year 
1979-80  and  1980-81  reviews  of  client  files  for  required  documenta- 
tion were  not  always  performed.  SRS  officials  stated  that  super- 
visors now  review  foster  care  placement  files,  and  a  form  is  being 
developed  to  assist  this  process. 

RECOMMENDATION  #21 
WE   RECOMMEND  SRS: 

A.  CONTINUE     THE     DEVELOPMENT     OF     A     CASE     REVIEW 
SYSTEM. 

B.  PROVIDE     PERIODIC     POLICY     UPDATE     TRAINING     FOR 
SOCIAL  WORKER   SUPERVISORS. 
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--Financial   Participation  by  Parents 

We  reviewed  24  case  files  to  determine  if  the  county  social 
workers  explored  all  possible  sources  of  financial  support  for 
placed  children.  In  all  cases  we  found  no  documentation  of  a 
financial  resource  study.  The  Social  Services  Policy  Manual  requires 
all  possible  sources  of  financial  support  for  placed  children  be 
explored  and  obtained  to  apply  towards  the  child's  care. 

Section  41-3-405,  MCA,  requires  the  county  welfare  department, 
upon  receipt  of  a  petition  alleging  abuse,  neglect,  or  dependency 
of  a  child,  to  investigate  the  financial  ability  of  the  parents  to  pay 
the  cost  of  supporting  the  child  in  a  foster  home.  The  courts  may 
use  these  studies  to  determine  the  ability  of  the  child's  parents  to 
pay  a  part  or  the  whole  of  such  costs.  The  state  statute  allows 
the  investigation  of  parent  financial  status  only  after  the  court 
determines  the  youth  is  abused,   neglected,  or  dependent. 

The  decision  to   require  parents  to  provide  support  payments 
for   their   child's    care   rests   ultimately  with  the  courts.      However, 
the  state  is  required  to  provide  adequate  financial  resource  informa- 
tion  to  make  the  court  fully  aware  of  the  parents'   ability  to  pay. 

SRS   officials    stated    that  a   study   is   being   done  to  determine 
the  feasibility  of  including   a  financial    resource  study  in  each  file. 

RECOMMENDATION  #22 

WE   RECOMMEND  SRS: 

A.       ESTABLISH      GUIDELINES      BY     WHICH      THE     PARENTS' 
FINANCIAL   RESOURCES  CAN   BE  JUDGED  TO   DETERMINE 
THEIR    ABILITY    TO    PAY     FOR    THEIR    CHILD'S    CARE. 
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B.       WORK    WITH    THE    COUNTIES    TO    ENSURE    IMPLEMENTA- 
TION OF  THE   RESOURCE   EVALUATION   SYSTEM. 

Foster  Care  for  Adults 

The    Foster    Care    for    Adults    Program    provides    services   for 
aged    (over   age  65)    and    disabled    (age  18   and    over)   persons  who 
are  unable  to  remain  in  independent  living  situations.     The  program 
is    funded    80  percent    with    client    Supplemental     Security     Income 
(SSI)  and  20  percent  with  state  General  Fund  moneys. 

--Documentation  of  Eligibility  and  Placement  Reviews 

We  reviewed  20  client  case  files  to  determine  if  the  program 
complies  with  state  and  federal  rules  and  regulations.  Four  of  the 
twenty  case  files  reviewed  lacked  documentation  of  an  eligibility 
determination.  Federal  and  state  regulations  require  an  eligibility 
determination  be  documented  in  each  file.  The  Social  Services 
Policy  Manual  requires  the  completion  and  approval  of  form  SS-100 
to  document  the  applicant's  eligibility.  Because  of  audit  scope 
limitations,  we  did  not  determine  if  these  clients  actually  met 
eligibility  criteria  and  if  questioned  costs  are  associated. 

Five  of  the  twenty  cases  reviewed  lacked  documented  evidence 
that  an  annual  review  of  the  client's  needs  and  eligibility  was 
performed.  Federal  regulations  require  at  least  an  annual  review 
of  each  case  to  determine  the  appropriateness  and  need  for  place- 
ment. 
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RECOMMENDATION  #23 
WE   RECOMMEND  SRS: 

A.  PROVIDE  SOCIAL  WORKERS  WITH  CASE  MANAGEMENT 
TRAINING,  EMPHASIZING  THE  IMPORTANCE  OF  DOCU- 
MENTING ELIGIBILITY  DETERMINATIONS  AND  PLACE- 
MENT  REVIEWS. 

B.  REQUIRE  SOCIAL  WORKER  SUPERVISOR  REVIEWS  OF 
CASE  FILES  TO  PROVIDE  ASSURANCE  THAT  FEDERAL 
AND  STATE   REQUIREMENTS  ARE  MET. 

AGING  SERVICES 

The  intention  of  the  Aging  Service  program  is  to  provide 
senior  citizens  with  a  healthy  and  enjoyable  environment.  Programs 
deal  with  social  and  recreational  activities,  employment,  transporta- 
tion, and  nutritional  needs  and  requirements  of  the  senior  group. 
SRS  develops  and  administers  the  State  Plan  for  Aging  Services, 
and  coordinates  all  activities  related  to  the  program.  The  program 
is  administered  on  a  regional  basis  by  area  agencies  designated  by 
SRS.  These  agencies  are  quasi-public  and  private  nonprofit 
organizations.  Area  agencies  award  grants  to  local  projects  for 
the  services  desired. 

Services  are  funded  primarily  with  federal  funds  under  Title  III 
of   the   Older    Americans    Act   of  1965,    state   General    Fund   moneys, 
and  local  resources. 
--Program  Reporting 

SRS    reports    program  expenditures  to  the  federal    Department 
of  Health  and  Human  Services  quarterly.     These  quarterly  Financial 
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status  Reports  are  compilations  of  area  agency  prepared  statements, 
which    are    based    upon    monthly    reports    received    from   the   service 
providers. 

We  visited  two  area  agencies  and  reviewed  the  support  for 
quarterly  reports  prepared  for  federal  fiscal  years  1979-80  and 
1980-81.  We  noted  instances  where  the  area  agencies'  quarterly 
reports  did  not  agree  with  the  information  on  the  monthly  provider 
statements.  The  following  schedule  discloses  the  amount  of  dis- 
crepancies noted. 


Over   (Under) 
Statement  of  Expenditures 
on  Area  Agency  Reports 
Fiscal  Year         Funding  Source  Based  Upon  Provider  Statements 

1979-80  III(B)  $  3,841 

1980-81  III(C)  (11,026) 


Area  agency  problems  resulted  from  personnel  not  understanding 
reporting  requirements,  and  the  use  of  inadequate  procedures  for 
compiling  information  from  the  monthly  statements. 

Providers  must  maintain  financial  records  supporting  their 
monthly  statements.  We  reviewed  the  records  of  four  providers  to 
determine  if  the  activity  reported  to  the  area  agencies  is  properly 
supported. 

Financial  records  of  two  of  the  four  providers  do  not  support 
the  expenditures  reported  on  the  monthly  statements.  The  unsup- 
ported Title  1 1 1(C)  and  1 1 1(B)  expenditures  for  fiscal  years  1979-80 
and  1980-81  are  $768  and  $12,  respectively.  A  third  provider 
visited  reported  a  $900  local  match  prior  to  receiving  the  contribu- 
tion. The  match  was  received  later  and  at  that  time  the  statements 
were  correct. 
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We  note'^'  similar  recording  problems  during  our  1979  audit. 
Our  recommendation  to  SRS  was  to  monitor  area  agencies  and 
projects  to  assure  the  adequacy  of  recordkeeping.  SRS  staff 
perform  quarterly  evaluations  of  area  agencies,  and  require  area 
agencies  to  evaluate  providers.  Through  this  process  SRS  has 
identified  recordkeeping  and  reporting  problems;  however,  improve- 
ment in  these  functions  is  slow.  Area  agency  and  project  records 
remain  inadequate. 

Office  of  Management  and  Budget  (0MB)  Circular  A-110, 
Attachment  F,  states  grant  recipients  must  require  subrecipients 
that  are  institutions  of  higher  education,  hospitals,  or  other  non- 
profit organizations  to  receive  audits  not  less  frequently  than 
every  two  years.  SRS  is  not  performing  or  requiring  audits  of 
area  agencies.  Limited  reviews  of  area  agency  and  project  record- 
keeping systems  are  performed  by  SRS  Audit  Bureau  staff.  These 
reviews    do  not  constitute  audits   in   compliance  with   Attachment  F. 

The  Attachment  F  audits  should  include  a  review  of  procure- 
ment practices  used  by  the  area  agencies  in  awarding,  monitoring, 
and  settling  the  provider  contracts  in  accordance  with  Attachment  O. 

SRS  is  working  to  implement  a  plan  calling  for  audits  of  one 
area  agency  and  a  sample  of  its  projects  on  a  quarterly  basis. 
Implementation  of  this  plan  would  assure  that  each  area  agency  and 
a  sample  of  projects  receive  audits  at  least  every  two  years. 
Audits  in  compliance  with  Attachment  F  requirements  would  provide 
a  mechanism  for  improving  area  agency  and  provider  project  record- 
keeping systems. 
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We  reviewed  the  Title  III  Financial  Status  Report  prepared  by 
SRS  for  the  quarter  ending  June  30,  1981  to  determine  if  activity 
is  properly  reported.  We  noted  several  misstatements  in  the  status 
report  that  resulted  from  preparer  recording  errors.  According  to 
SRS  officials  these  misstatements  will  be  adjusted  on  the  next 
quarterly  report.  The  following  schedule  discloses  the  misstatements 
noted . 


Fiscal 
Year 

1979-80 
1979-80 
1980-81 
1980-81 


Funding 
Source 

Title  III(C) 
Title  III(C) 
Title  III(B) 
Title  III(C) 


Activity  Misstated 

Program  Expenditures 
Matching  Expenditures 
State  Agency  Administration 
Program  Expenditures 


Amount  of 

Over   (Under) 

Statement 

$     537 

69 

A, 595 

300 


RECOMMENDATION  #24 
WE   RECOMMEND  SRS: 

A.  DEVELOP  AND  IMPLEMENT  A  POLICY  REQUIRING  SUB- 
RECIPIENT  AUDITS  IN  COMPLIANCE  WITH  0MB  CIRCU- 
LAR A-110,    ATTACHMENT   F. 

B.  ESTABLISH  PROCEDURES  WHICH  WILL  ASSURE  THE 
PREPARATION  OF  ACCURATE  FINANCIAL  STATUS 
REPORTS. 


Participant  Eligibility 

Four  of  the  nine  provider  projects  we  visited  do  not  verify 
participant  eligibility  for  aging  service  programs.  Individuals 
receiving  services  under  the  Title  III  grants  are  eligible  only  if 
they  are  at  least  60  years  of  age.  Project  personnel  stated  that 
they  did  not  like  questioning  people  about  their  ages. 
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SRS  requires  the  posting  of  signs  at  project  sites  stating  that 
nonpaying  participants  must  be  at  least  60  years  old.  This  does 
not  provide  an  adequate  verification  system.  A  requirement  that 
participants  sign  a  register  each  time  they  receive  services  certify- 
ing they  are  at  least  60,  would  provide  a  system  for  confirming 
eligibility. 

RECOMMENDATION  #25 

WE     RECOMMEND    SRS    DEVELOP    ELIGIBILITY    VERIFICATION 

PROCEDURES     FOR     PROJECT     SITES     AND     REQUIRE     THEIR 

IMPLEMENTATION. 

FEDERAL  COMPLIANCE 

SRS  receives  a  significant  portion  of  their  funding  from 
federal  sources.  Office  of  Management  and  Budget  (0MB)  Circu- 
lar A-102,  Attachment  P,  establishes  audit  requirements  for  state 
and  local  governments  receiving  federal  assistance.  Attachment  P 
provides  for  independent  audits  of  financial  operations,  including 
compliance  with  certain  federal  laws  and  regulations.  We  performed 
our  audit  of  SRS  in  accordance  with  the  standards  of  0MB  Circu- 
lar A-102,   Attachment  P. 

We  reviewed  the  major  compliance  areas  in  the  Medical  Assist- 
ance, Aid  to  Families  with  Dependent  Children  (AFDC),  Food 
Stamps,  Food  Distribution,  Developmental  Disabilities,  Rehabilita- 
tive and  Visual  Services,  Foster  Care  for  Children  and  Adults, 
and  Aging  Services  programs.     Areas  reviewed  include: 


1.       eligibility  determination   and   provider  procurement  proce- 
dures, 
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2.  internal  control  and   reporting  systems, 

3.  monitoring  of  subgrantees, 

4.  SRS  program  effectiveness  reviews  and  audits, 

5.  meeting  federal  objectives,   and 

6.  cost  allowability. 

During    our    review    we    noted    compliance   problems   in   the  following 
areas: 

--AFDC   Eligibility  Determination   Procedures 

--Aging  Services   Reporting  System 

--Food  Stamps  Internal  Control  and  Reporting  System 
We  determined  the  effects  of  noncompliance  on  program  accom- 
plishments and  the  allowability  of  costs.  In  the  body  of  our  audit 
report  we  discuss  compliance  and  internal  control  problems  requir- 
ing disclosure  in  accordance  with  Attachment  P.  Those  exceptions 
not  disclosed  in  the  specific  program  report  sections  are  discussed 
below.  Other  compliance  deficiencies  deemed  not  to  have  significant 
effect  on  the  successful  operations  of  the  SRS  programs  are  not 
specifically  included  in  the  report,  but  have  been  discussed  with 
management.  Nothing  came  to  our  attention  that  causes  us  to 
believe  untested  compliance  issues  are  not  in  accordance  with 
applicable  laws  and  regulations. 

As  a   result  of  our  review,   it  is  our  opinion  that  the  deficien- 
cies   noted    did    not    significantly  effect  the  successful   operation  of 
the  programs  or  the  allowability  of  costs  in  conformity  with  program 
regulations. 
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Medicaid  Quality  Cont'^ol   Reports 

Federal  regulations  require  states  receiving  Title  XIX  funding 
to  establish  a  quality  control  review  function.  The  objective  of 
the  review  is  to  provide  assurance  that  Medicaid  recipients  meet 
the  federal  eligibility  criteria.  SRS  did  not  report  the  results  of 
their  Medicaid  quality  control  reviews  on  a  timely  basis.  Results 
of  reviews  performed  during  the  periods  October  1979  through 
March  1980,  and  April  1980  through  September  1980  were  not  pre- 
pared as  of  March  1981.  Due  dates  for  these  reports  were  June 
and  December  1980,   respectively. 

SRS's  State  Plan  for  Medicaid  informs  the  federal  agencies 
concerned  how  the  department  plans  to  meet  the  federal  require- 
ments. According  to  the  approved  state  ^'^n,  SRS  must  report 
the  review  results  to  the  Department  of  Health  and  Human  Services 
three  months  after  the  reporting  period  ends.  The  untimely 
preparation  of  these  reports  delays  the  implementation  of  an  effec- 
tive corrective  action  plan.  This  may  result  in  the  occurrence  of 
the  same  errors  from  one  period  to  the  next. 

RECOMMENDATION  #26 

WE  RECOMMEND  SRS  ESTABLISH  AND  IMPLEMENT  PROCE- 
DURES THAT  WILL  ASSURE  THE  TIMELY  PREPARATION  OF 
QUALITY  CONTROL   REVIEW   REPORTS. 

INDIRECT   COSTS 

The  federal  government  reimburses  states  for  indirect  costs 
incurred    in    the    administration    of    federal    grants    and    contracts. 
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Sections  17-3-110  and  17-3-111,  MCA,  provide  for  the  preparation 
of  a  statewide  cost  allocation  plan  (SWCAP)  by  the  Office  of  Budget 
and  Program  Planning  (OBPP),  and  the  negotiation  of  indirect  cost 
rates  by  grantee  agencies.  The  intent  of  these  statutes  is  to 
recover  that  portion  of  indirect  costs  incurred  by  the  service 
agencies  and  grantee  agencies  in  the  administration  of  federal 
assistance  programs. 

General   Fund   Reimbursement  for  SWCAP  Costs 

Management  Memos  2-79-6  and  4-80-7,  issued  by  OBPP  in 
May  1979  and  August  1980,  state  that  upon  the  receipt  of  federal 
indirect  cost  reimbursements,  that  portion  applicable  to  SWCAP  will 
be  deposited  in  the  state  General  Fund.  During  fiscal  years 
1979-80  and  1980-81,  SRS  did  not  deposit  to  the  General  Fund 
those  federal  reimbursement  receipts  associated  with  SWCAP.  SRS 
officials  stated  in  December  1981,  that  the  department  intends  to 
deposit  to  the  General  Fund  SWCAP  related  reimbursements  received 
during  fiscal  years  1979-80  and  1980-81  of  $180,000.  Because  SRS 
did  not  reimburse  the  General  Fund  for  SWCAP  costs,  the  General 
Fund  did  not  receive  moneys  that  should  have  been  available  for 
other  purposes. 

According  to  SRS  officials,  programs  expending  all  available 
federal  funds  and  operating  solely  with  General  Fund  moneys  after 
that  time,  are  not  budgeted  for  SWCAP  costs.  Because  these 
program  budgets  did  not  include  SWCAP  costs,  the  General  Fund 
match  did  not  provide  sufficient  funds  to  allow  SRS  to  claim 
reimbursement  for  SWCAP  costs.  During  fiscal  years  1979-80  and 
1980-81,     SRS    did    not    receive    federal     reimbursement    for    SWCAP 
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costs  of  $131,000  and  $116,000  in  these  programs.  Under  the 
current  method  of  not  budgeting  for  SWCAP  costs  in  programs 
receiving  limited  federal  funding,  SRS  is  not  complying  with  the 
intent  of  sections  17-3-110  and  17-3-111,  MCA.  The  department 
should  seek  the  additional  spending  authority  from  the  legislature 
to  provide  sufficient  funds  to  allow  for  the  federal  reimbursement 
of  SWCAP  costs.  This  would  allow  SRS  to  properly  reflect  the 
match  of  General  Fund  moneys  with  federal  moneys  on  its  accounting 
records  and  financial  statements. 

RECOMMENDATION  #27 
WE   RECOMMEND  SRS: 

A.  DEPOSIT   INDIRECT  COST   REIMBURSEMENTS  APPLICABLE 
TO  SWCAP   INTO  THE  STATE  GENERAL   FUND. 

B.  SEEK  THE  ADDITIONAL  SPENDING  AUTHORITY  FROM 
THE  LEGISLATURE  NEEDED  TO  MEET  THE  REQUIRE- 
MENTS     OF      SECTIONS  17-3-110     AND     17-3-111,      MCA. 

Revenue  Classification 

Management  Memo  4-81-7  requires  all  state  agencies  to  use 
objects  of  revenue  associated  with  Revenue  Classification  1701  - 
Federal  Indirect  Cost  Reimbursements  for  federal  indirect  cost 
reimbursements.  Exceptions  are  not  allowed  unless  written  approval 
Is  obtained  from  OBPP.  During  fiscal  years  1976-77  through 
1980-81,  SRS  did  not  use  Revenue  Classification  1701  to  account 
for  these  reimbursements.  Because  the  proper  revenue  classifica- 
tion is  not  used,  it  is  difficult  to  determine  the  amount  of  federal 
indirect   costs    recovered.     We  estimated   that  SRS   received   federal 
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indirect  cost  reimbursements  of  approximately  $1,957,000, 
$1,986,000,  $2,119,000,  $2,592,000  and  $2,750,000  during  fiscal 
years  1976-77  through  1980-81,  respectively.  SRS  officials  stated 
that  they  did  not  follow  the  prescribed  procedure  because  of  the 
complexity  of  the  indirect  cost  allocation. 

RECOMMENDATION   #28 

WE  RECOMMEND  SRS  RECORD  THE  FEDERAL  COST 
REIMBURSEMENTS  USING  REVENUE  OBJECTS  ASSOCIATED 
WITH  THE  PROPER  REVENUE  CLASSIFICATION,  OR  OBTAIN 
WRITTEN   APPROVAL   FROM  OBPP  TO   DO  OTHERWISE. 

DATA   PROCESSING 

The  SRS  Data  Processing  Bureau  is  responsible  for  the  pro- 
gramming and  operation  of  most  of  the  department's  data  processing 
systems.     The  bureau  consists  of  the  following  sections: 

1 .  Keypunch 

2.  Computer  Operation 

3.  Systems  Design  and  Programming 

The    bureau's   major  equipment  consists  of  a   remote  job  entry 
station,   a  printer,  terminals,   and  a  distributive  system  (System  8100) 
all  of  which  are  linked  to  the  Department  of  Administration's  computer 
center. 

The  major  SRS  data  processing  systems  include: 

1.  The  Montana  Income  Maintenance  System  (MIMS) 

2.  The  Beneficiary  Data  Exchange  System  (BENDEX) 
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3.  Th'    Dikewood   Eligibility  System 

4.  The    R-300   Vocational   Rehabilitation  Case  Services  System 

5.  The  Foster  Care  and  Day  Care  Warrant  Systems 
Controls  in  computer  systems  are  divided  into  two  main  cate- 
gories of  1)  general  controls,  relating  to  all  data  processing,  and 
2)  application  controls,  relating  to  a  specific  computer  application. 
We  performed  a  review  of  the  general  controls  relating  to  the  SRS 
data  processing  systems.  In  our  review  we  identified  the  following 
internal  control  weaknesses. 

General  Controls 

--Disaster  Recovery  Plan 

SRS  lacks  a  written  plan  describing  procedures  to  be  followed 
in  the  event  a  disaster  disables  the  DeparLment  of  Administration 
processing  facility.  Although  the  Computer  Services  Division 
(CSD)  has  the  responsibility  to  provide  emergency  processing 
equipment  and  operating  systems,  recovery  of  user  applications  is 
the  responsibility  of  the  user  agency.  Lack  of  such  a  plan  could 
cause  unnecessary  delay  in  the  recovery  of  critical  systems. 

A  disaster  recovery  plan  should,  at  a  minimum,  detail  the 
priority  of  system  and  data  recovery  efforts  and  procedures,  and 
emergency  staffing   requirements. 

RECOMMENDATION   #29 

WE  RECOMMEND  SRS  WORK  WITH  THE  COMPUTER  SERVICES 
DIVISION  TO  DEVELOP  A  FUNCTIONAL  DISASTER  RECOVERY 
PLAN   FOR   CRITICAL  APPLICATIONS. 
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--Access  to  Program  Documentation 

Access  to  SRS  program  documentation  is  not  controlled  by  the 
Data  Processing  Bureau.  Access  to  program  documentation  is 
ordinarily  required  to  obtain  the  information  necessary  to  make 
changes  to  programs,  data  file  structures,  programmed  control 
criteria,  and  other  system  elements.  To  preclude  unauthorized 
use,  it  is  appropriate  to  control  access  to  documentation  through 
such  methods  as  maintaining  documentation  in  a  special  library, 
and   keeping  a   log  of  the  users. 

RECOMMENDATION   tt30 

WE  RECOMMEND  SRS  IMPLEMENT  PROCEDURES  LIMITING 
ACCESS  TO  PROGRAM  DOCUMENTATION  TO  THOSE  PERSONS 
REQUIRING     IT     IN     THE     PERFORMANCE    OF    THEIR    DUTIES. 

--Access  to  Sensitive  Data   Files 

SRS  on-line  disk  data  sets  are  not  password  protected.  A 
person  with  system  knowledge,  access  to  a  state  terminal,  and  a 
commonly  available  disk  content  listing  can  access  SRS  data  sets. 
Information  on  the  MIMS  and  R-300  System  is  processed  to  produce 
warrants.  A  weakness  in  access  controls  increases  the  opportunity 
for  unauthorized  modifications  to  files  which  could  result  in  improper 
payments. 

RECOMMENDATION   #31 

WE    RECOMMEND    SRS    DEVELOP    PASSWORD   PROTECTION    FOR 

ON-LINE    PRODUCTION    DATA   SETS. 
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--Operations  Manual  Content 
Operations  manuals  for  Foster  Care  and  Day  Care  Payment 
Systems  do  not  provide  adequate  operating  instructions.  Instruc- 
tions should  include  file  descriptions  and  other  required  input, 
and  provide  detailed  operating  procedures  to  be  followed.  A  lack 
of  sufficient  operating  instructions  could  slow  or  prevent  timely 
processing  in  the  event  of  operator  turnover. 

RECOMMENDATION  #32 

WE  RECOMMEND  SRS  DEVELOP  OPERATIONS  MANUALS  FOR 
FOSTER  CARE  AND  DAY  CARE  PAYMENT  SYSTEMS  PROVID- 
ING DETAILED   INSTRUCTIONS. 

--MIMS  Master  File  Update 
One  individual  is  responsible  for  making  corrections  to  the 
MIMS  master  file.  Changes  are  made  through  an  on-line  program 
and  can  effect  all  items  on  the  master  file  except  for  social 
security  and  case  numbers.  A  hard  copy  report  of  changes  is 
produced,  and  then  reviewed  and  filed  by  the  individual  respon- 
sible for  making  the  corrections.  There  is  no  independent  review 
to  ensure  the  propriety  of  master  file  changes. 

Control  over  master  file  corrections  is  improved  if  changes 
are  made  through  systems  processing.  SRS  is  re-writing  the  MIMS 
system  and  should  limit  the  ability  to  make  master  file  changes  to 
systems  processing  only. 
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RECOMMENDATION  #33 
WE   RECOMMEND  SRS: 

A.  PERFORM      AN       INDEPENDENT       REVIEW      OF      ON-LINE 
CORRECTIONS  TO  THE  MIMS  MASTER   FILE. 

B.  LIMIT    THE    ABILITY    TO    CORRECT    THE    MASTER    FILE 
TO  SYSTEMS   PROCESSING. 

INTERNAL  CONTROL 

The   following    section   discusses   additional    internal   accounting 
control  and  procedural  weaknesses  noted  during  our  audit. 
Accounts  and  Notes  Receivable 

We   performed   selected   audit  procedures  designed  to  provide  a 
basis    for   concluding    on  the   reasonableness  of  accounts  and   notes 
receivable   reported  on   SRS's  June  30,   1981   balance  sheet.     During 
our  testing  we  noted  several  problems. 
--Deferred  Accounts  Receivable 

The  deferred  accounts  receivable  account  is  used  to  record 
receivables  resulting  from  overpayments  to  Food  Stamp,  Medicaid, 
and  AFDC  program  recipients.  We  found  significant  control  weak- 
nesses over  deferred  accounts  receivable  resulting  from  inadequate 
recording  and  account  aging  policies  and  procedures. 

SRS  records  the  detail  for  deferred  accounts  receivable  on 
their  own  subsidiary  detail  accounting  system  (System  32).  SRS 
does  not  reconcile  the  System  32  account  balance  with  the  SBAS 
deferred  accounts  receivable  control  account  balance  on  a  timely 
basis,  and  updates  the  SBAS  balance  only  at  fiscal  year-end.  As 
a   result,    the   SBAS   control  account  balance  does  not  fairly  present 
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the  financial  position  during  the  fiscal  year,  and  recording  errors 
go  undetected  until  the  year-end  reconciliation  complicating  the 
procedure. 

We  noted  incorrect  account  balances  in  System  32  resulting 
from  inadequate  recording  policies  and  procedures.  Prepayments 
to  nursing  homes  totalling  $102,978  were  improperly  included  in  the 
deferred  receivables  account  balance.  Of  these  prepayments, 
$87,356  is  also  properly  recorded  as  "other  prepayments."  This 
double  recording  results  from  the  fragmented  control  over  receiv- 
ables. Accounting  for  receivables  requires  the  coordination  of 
several  divisions.  The  present  system  does  not  adequately  compile 
the  information  from  the  different  divisions. 
--Reimbursement  of  Advances 

SRS  recorded  the  receipt  of  reimbursements  of  cash  advances 
made  to  nursing  homes  as  expenditure  abatements  of  the  current 
year.  This  practice  results  in  an  unauthorized  increase  in  spending 
authority,  and  an  understatement  of  expenditures  in  the  year  of 
reimbursement.  We  noted  one  instance  where  the  reimbursement  of 
an  advance  from  the  General  Fund  was  recorded  as  an  expenditure 
abatement  of  the  General  and  Federal  and  Private  Revenue  Funds 
at  the  state  and  federal  participation  percentage  rates.  According 
to  generally  accepted  accounting  principles,  reimbursements  of  the 
prior  fiscal  year's  expenditures  should  be  recorded  as  prior  period 
adjustments.  Reimbursements  of  expenditures  of  periods  prior  to 
the  fiscal  year  immediately  preceding  the  current  year  should  be 
recorded  as  revenue  of  the  current  period. 
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--Accounts   Receivable  Expenditure  Abatements 

Eleven  of  the  twenty  accounts  receivable  expenditure  abatement 
accounts  tested  did  not  represent  a  proper  use  of  the  account. 
The  Montana  Operations  Manual  (MOM)  defines  an  accounts  receiv- 
able expenditure  abatement  as  "the  uncollected  balance  of  amounts 
billed  in  behalf  of  an  accounting  entity  to  recover  amounts  errone- 
ously expended."  SRS  uses  the  account  to  record  costs  incurred 
for  which  they  anticipate  reimbursement.  The  problem  occurs 
when,  for  example,  SRS  pays  the  travel  expenses  of  an  employee 
to  attend  a  federally  sponsored  workshop.  SRS  establishes  an 
accounts  receivable  expenditure  abatement  for  the  federal  share  of 
the  costs.  When  SRS  receives  reimbursement  the  receivable  is 
cleared.  This  procedure  results  in  an  overstatement  of  the  accounts 
receivable  expenditure  abatements,  and  an  understatement  of 
expenditures,  revenue,  and  the  appropriate  receivable  accounts  of 
$2,094  and  $2,074  in  fiscal  years  1979-80  and  1980-81,  respectively. 
--Write-off  Policy 

SRS  has  not  established  written  write-off  policies  for  accounts 
receivable.  An  example  of  the  problem  created  is  the  handling  of 
deferred  receivables  sent  to  the  Department  of  Revenue  for  tax 
offset.  SRS  often  cannot  locate  or  otherwise  collect  overpayments 
made  to  AFDC,  Food  Stamp,  and  Medicaid  program  recipients.  As 
a  means  of  collecting  on  these  accounts  SRS  requests  that  the 
Department  of  Revenue  offset  these  receivables  against  any  state 
income  tax  refunds  due  individuals  with  an  outstanding  balance. 
Account  balances  remaining  open  after  attempts  at  collection  through 
tax  offsets  are  not  evaluated  for  collectibility.     According  to 
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Section     2-1150.20,     MOM,     receivables    sfiould    be    written    off    and 
transferred    to   the    Department   of    Revenue    "when    an    agency    has 
made    all     reasonable    attempts    and    cannot    collect    a    valid    debt." 
--Unrecorded  Payments 

We  noted  two  deferred  receivable  accounts  totalling  $46,651, 
and  one  note  receivable  of  $25,000  for  which  payments  had  been 
received  prior  to  June  30,  1981,  but  not  recorded.  The  untimely 
recording  of  payments  received  on  account  results  from  inadequate 
recording  procedures.  The  financial  statements  are  adjusted  to 
properly  reflect  these  transactions. 
--Repayment  Agreements 

SRS  establishes  deferred  accounts  receivable  based  upon 
repayment  agreements  signed  by  debtors.  Two  of  the  twenty 
agreements  we  reviewed  contained  alterations  to  the  amount  of 
monthly  payment  required.  These  changes  are  made  by  an  SRS 
staff  person  without  management's  review.  SRS  does  not  have 
written  policies  and  procedures  governing  the  handling  of  deferred 
accounts  receivables.  The  lack  of  guidelines  for  establishing 
receivables    could     result    in     inconsistent    treatment    of    accounts. 

SRS  is  currently  performing  an  analysis  of  the  account  balances 
to    identify    improperly    recorded    accounts.      This    analysis    is    the 
first  step  toward  establishing  an  adequate  system. 

RECOMMENDATION  #34 
WE  RECOMMEND  SRS: 

A.       RECONCILE    THE    ACCOUNTS    RECEIVABLE    SUBSIDIARY 
LEDGER  WITH  THE  SEAS  CONTROL  ACCOUNTS  MONTHLY. 
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B.  PERFORM  A  MONTHLY  ANALYSIS  AND  UPDATE  OF 
ACCOUNTS   RECEIVABLE. 

C.  PROPERLY  RECORD  THE  REVENUE  AND  EXPENDITURES 
RESULTING   FROM   REIMBURSEMENTS. 

D.  DEVELOP  A  WRITTEN  POLICY  PROVIDING  GUIDELINES 
FOR  THE  EVALUATION  OF  THE  AGING  SCHEDULE  AND 
THE    WRITE-OFF    OF    OLD    AND     INACTIVE    ACCOUNTS. 

E.  DEVELOP  PROCEDURES  WHICH  WILL  ENSURE  THE 
ACCURATE  AND  TIMELY  RECORDING  OF  RECEIVABLES 
ACTIVITY. 

F.  ESTABLISH     POLICIES    AND    PROCEDURES    WHICH    WILL 
ENSURE  THE   PROPER  AND  CONSISTENT   ESTABLISHMENT 
OF   DEFERRED  ACCOUNTS   RECEIVABLE. 

Trust  Accounts 

SRS  serves  in  a  fiduciary  capacity  for  children  placed  in 
foster  care,  adults  under  the  department's  protective  guardianship, 
and  Medicaid  recipients  with  burial  trust  agreements.  Children 
and  adults  removed  from  foster  care  or  from  SRS's  protective 
guardianship  should  receive  any  funds  held  in  trust  for  them. 
The  burial  trust  funds  are  held  pending  the  results  of  legal  action. 
We  reviewed  the  trust  account  balances  at  June  30,  1981  to  deter- 
mine if  SRS  properly  accounts  for  funds  held,  and  if  inactive 
accounts  are  closed  on  a  timely  basis. 

--Children  Trust  Accounts 

We  noted  71  children  trust  accounts  totalling  $15,558,  held  for 
individuals   18  years  of  age  or  older.     Federal  and  state  children's 
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foster  care  eligibility  requirements  stipulate  that  placed  individuals 
must  be  under  the  age  of  18,  or  under  21  if  attending  school. 
Accounts  held  for  individuals  over  18  years  of  age  may  represent 
closed  placements.  Subsequent  to  June  30,  1981,  SRS  closed  24  of 
the  71  accounts  listed.  Foster  care  payments  are  currently  made 
for  only  one  of  the  remaining  47  accounts.  The  Community  Services 
Division  should  review  the  placement  status  of  any  individuals  18 
years  of  age  or  older  with  open  trust  accounts,  and  notify  the 
SRS  Fiscal  Bureau  of  any  closures.  The  Fiscal  Bureau  should 
transfer  trust  funds  to  the  owner  upon  closure  of  their  case. 
Eight  of  the  children  trust  accounts  reviewed  included  no 
recorded  activity  for  at  least  seven  years.  As  of  June  30,  1981, 
all  eight  of  the  clients  are  over  21  years  of  age.  Four  clients 
have  been  over  21  for  over  7  years,  so  under  no  circumstances 
could  these  clients  be  involved  in  children's  foster  care.  Section 
70-9-206,  MCA,  states  all  intangible  personal  property  and  any 
income  held  in  a  fiduciary  capacity  for  the  benefit  of  another 
person  is  presumed  abandoned  after  seven  years,  unless  the  owner 
has  otherwise  indicated  an  interest.  Section  79-9-301,  MCA, 
requires  the  reporting  of  property  presumed  abandoned  to  the 
Department  of  Revenue.  If  the  whereabouts  of  the  owner  are 
unknown,  the  Department  of  Revenue  will  publish  notice  of  the 
abandoned  property.  Upon  the  payment  or  delivery  of  abandoned 
property  to  the  Department  of  Revenue,  the  agency  involved  is 
relieved  of  further  responsibility. 
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RECOMMENDATION  #35 
WE   RECOMMEND  SRS: 

A.  PERFORM  PERIODIC  REVIEWS  OF  THE  CHILDREN  TRUST 
ACCOUNTS  TO   IDENTIFY   INACTIVE  CASES. 

B.  CLOSE  INACTIVE  TRUST  ACCOUNTS  AND  TRANSFER 
THE  FUNDS  TO  THOSE  OWNERS  WHOSE  WHEREABOUTS 
ARE   KNOWN. 

C.  FOLLOW  THE  STATE  ABANDONED  PROPERTY  PROCE- 
DURES FOR  THOSE  ACCOUNTS  INACTIVE  FOR  SEVEN 
YEARS     WHEN     THE     OWNERS     CANNOT     BE     LOCATED. 

--SBAS  Reconciliation 

SRS  maintains  manual  subsidiary  detail  ledgers  for  the  trust 
funds.  SRS  does  not  perform  timely  reconciliations  of  the  detail 
ledgers  with  the  SBAS  control  accounts,  and  as  a  result,  an 
unreconciled  difference  exists.  Although  the  differences  noted  are 
not  material  to  the  funds,  timely  reconciliations  will  ensure  the 
accuracy    of    the    manual    ledgers    and    the   SBAS    control    accounts. 

RECOMMENDATION  #36 

WE  RECOMMEND  SRS  PERFORM  A  MONTHLY  RECONCILI- 
ATION OF  THE  MANUAL  TRUST  ACCOUNT  DETAIL  LEDGERS 
WITH     THE     CORRESPONDING     SBAS     CONTROL     ACCOUNTS. 

Property,   Plant,  and  Equipment 

Section  2-1700.30,  MOM,  requires  all  state  agencies  to  account 
for    all    state   owned    property,    plant,    and    equipment  with   a   value 
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over  $200  and  a  useful  life  of  greater  than  one  year  on  the 
Property  Accountability  and  Management  System  (PAMS).  We 
reviewed  the  June  30,  1981  PAMS  master  register  for  SRS  and 
noted  the  exclusion  of  equipment  acquired  under  lease/purchase 
agreements  totalling  $241,794,  and  numerous  other  property  and 
equipment  items  totalling  $114,980.  These  omissions  from  the  PAMS 
register  understate  SRS's  assets  by  $356,774.  The  absence  of 
leased  equipment  from  the  register  resulted  from  management's 
interpretation  of  the  capitalization  requirements  of  section  2-1751.52, 
MOM,  for  items  procured  through  lease/purchase  agreements.  At 
June  30,  1981,  SRS  was  still  in  the  process  of  tagging  assets  with 
property  numbers  and  recording  them  on  PAMS. 

We  observed  73  assets  to  determine  the  propriety  of  the  loca- 
tion codes  recorded  on  the  PAMS  register.  The  location  numbers 
assigned  to  40  of  these  items  did  not  agree  with  the  actual  location. 
The  problem  results  primarily  from  confusion  as  to  which  location 
codes  correspond  to  each  of  the  four  different  SRS  offices  in 
Helena.  Inaccurate  location  information  hampers  the  effective 
management  of  assets  and  weakens  internal  controls. 

RECOMMENDATION  #37 
WE   RECOMMEND  SRS: 

A.  COMPLETE  THE  TAGGING  AND  RECORDING  OF  ALL 
ASSETS  AS  SPECIFIED  IN  THE  MONTANA  OPERATIONS 
MANUAL. 

B.  REVIEW  THE  LOCATION  CODES  ASSIGNED  TO  ASSETS 
HELD  IN  THE  HELENA  OFFICES  AND  CORRECT  THOSE 
NOT  AGREEING  WITH  THE   LOCATION. 
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Expenditures 

AFDC  and  Foster  Care  warrants  are  transferred  to  SRS  after 
being  signed  by  the  State  Auditor.  The  SRS  Fiscal  Bureau  cancels 
some  of  the  warrants  and  writes  additional  warrants  on  the  contin- 
gent revolving  fund.  This  occurs  because  the  eligibility  of  clients 
may  change  between  the  date  the  warrants  are  written  and  the 
date  mailed.  Processing  controls  at  the  State  Auditor's  Office 
provide  assurance  that  warrants  requested  by  SRS  are  provided, 
but  there  is  no  assurance  that  all  warrants  are  mailed.  SRS 
should  reconcile  the  number  of  warrants  processed  and  signed  by 
the  State  Auditor  with  the  number  of  warrants  mailed. 

RECOMMENDATION  #38 

WE     RECOMMEND     SRS     DEVELOP     PROCEDURES     TO    ASSURE 

THAT  AFDC  AND   FOSTER   CARE  WARRANTS  PROCESSED  ARE 

MAILED. 

PRIOR  AUDIT   RECOMMENDATIONS 

The  1979   Legislative  audit  report  for  SRS  contained  99  recom- 
mendations.      The    following    schedule    shows    the    status    of    these 
recommendations    as    of    June  30,    1981,    and    the   SRS    response   to 
these  recommendations.     SRS  officials  stated  that  other  recommenda- 
tions are  in  the  process  of  being  implemented. 
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status  Agency  Response 


Concur 

Conditionally 
Concur 

Did  Not 
Concur 

No 
Response 

Total 

Implemented 

52 

2 

1 

55 

Partially  Implemented 

11 

11 

Not  Implemented 

18 

2 

4 

24 

No  Longer  Applicable 

5 

1 

3 

— 

9 

Total 

86 

5 

7 

1 

99 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Combined  Balance  Sheets  -  All  Funds 
and  Account  Groups,  and  the  Combined  Statement  of  Revenues, 
Expenditures  and  Changes  in  Fund  Balances  -  Budget  and  Actual  - 
General  and  Special  Revenue  Funds,  of  the  Department  of  Social 
and  Rehabilitation  Services  as  of  June  30,  1981,  and  for  the  two 
fiscal  years  then  ended.  Our  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  for  governmental  units 
and,  accordingly,  included  such  tests  of  the  accounting  records 
and  such  other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances. 

Generally  accepted  accounting  principles  recommend  fund 
classifications  according  to  legal  provisions,  or  based  upon  both 
the  sources  of  financial  resources  and  the  nature  of  activities 
financed.  The  department  received  approximately  $9.5  million  in 
federal  funds  in  fiscal  year  1980-81  to  defray  the  costs  of  admin- 
istering federal  assistance  programs.  The  department  also  received 
$11.5  million  in  Title  XX  moneys  for  the  same  period.  Approximately 
$5  million  of  the  Title  XX  moneys  were  used  to  defray  administrative 
costs.      The   costs    incurred,    and   to   which   these   federal    funds   are 
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applied,  are  subject  to  the  department's  discretion.  Because  the 
expenditure  of  these  federal  funds  is  not  legally  restricted  for 
specified  purposes,  and  are  used  to  support  the  operations  of  the 
department  in  the  same  manner  as  state  General  Fund  moneys,  this 
activity  could  be  reported  in  the  General  Fund.  Currently,  the 
department  accounts  for  these  moneys  in  the  Special  Revenue 
Fund,   which  is  also  an  allowable  fund  classification. 

In  our  opinion,  the  Combined  Balance  Sheet  -  All  Funds,  and 
the  Combined  Statement  of  Revenues,  Expenditures  and  Changes  in 
Fund  Balance  -  Budget  and  Actual  -  General  and  Special  Revenue 
Funds,  present  fairly  the  financial  position  of  such  funds  of  the 
Department  of  Social  and  Rehabilitation  Services  as  of  June  30, 
1981,  and  the  results  of  operations  and  the  changes  in  fund  balance 
of  such  funds  for  the  two  fiscal  years  then  ended,  in  conformity 
with  generally  accepted  accounting  principles  which,  except  for  the 
changes,  with  which  we  concur,  in  the  accrual  of  Medicaid  expendi- 
tures as  described  in  Note  7,  and  in  the  method  ot  classifying 
funds  as  described  in  Note  IB,  have  been  applied  on  a  consistent 
basis. 

In  our  opinion,  the  Balance  Sheet  for  the  Account  Groups 
presents  fairly  the  financial  position  of  the  Account  Groups  as  of 
June  30,  1981,  in  conformity  with  generally  accepted  accounting 
principles. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedule  of  Federal  Grant  Receipts  is  presented  for 
additional     analysis    and     disclosure     purposes     in     compliance    with 
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"Guidelines  for  Financial  and  Compliance  Audits  of  Federally  Assisted 
Programs"  and  is  not  a  required  part  of  the  combined  financial 
statements  for  the  Department  of  Social  and  Rehabilitation  Services. 
This  schedule  has  been  subjected  to  the  auditing  procedures 
applied  in  the  examination  of  the  basic  financial  statements  and,  in 
our  opinion,  is  fairly  stated  in  all  material  respects  in  relation  to 
the  basic  financial  statements  taken  as  a  whole. 

The  column  on  the  accompanying  financial  statements  referred 
to  in  paragraph  one  captioned  "Total  (Memorandum  Only)"  is  not 
necessary  for  a  fair  presentation  of  the  financial  statements,  but  is 
presented  as  additional  analytical  data.  The  supplemental  informa- 
tion has  been  subjected  to  the  tests  and  other  auditing  procedures 
applied  in  the  examination  of  the  financial  statements  above,  and  in 
our  opinion,  is  fairly  stated  in  all  material  respects  in  relation  to 
the  financial  statements  taken  as  a  whole. 


Respectfully  submitted, 


JSmes  H.    Gillett,   CPA 
NOV  2  0  1981  Acting   Legislative  Auditor 
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notes   to  the   financial   statements   are  an   integral  part  of  this  statement. 


DEPARTMENT  OF  SOCIAL  AND    REHABILITATION   SERVICES 

NOTES  TO  THE   FINANCIAL  STATEMENTS 

FISCAL  YEARS   ENDED  JUNE  30,    1980  AND  1981 


1.      SUMMARY  OF  SIGNIFICANT  ACCOUNTING   POLICIES 

A.  Basis  of  Accounting 

The  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS).  The  department 
adjusted  the  accompanying  statements  for  all  material  misstatements 
noted.  The  department  of  Social  and  Rehabilitation  Services  utilizes 
the  modified  accrual  basis  of  accounting  for  all  funds.  Under  the 
modified  accrual  basis  of  accounting  expenditures  are  recorded  on 
the  basis  of  valid  obligations.  Revenues  are  recorded  when 
received  in  Cash  unless  susceptible  to  accrual.  Revenues  are 
susceptible  to  accrual  if: 

1.  They    are    measurable   and    available   to   finance    expendi- 
tures of  the  fiscal  period;  or 

2.  Are    material     in     amount    and    are    not    received    at    the 
normal  time  of  receipt. 

B.  Fund  Types 

The    state    of    Montana    accounts    are    organized     by    a    fund 
structure  as  outlined  in  Section  17-2-102,   MCA  for  financial  presenta- 
tion.    These  Funds  have  been  reclassified  according  to  the  National 
Council  on  Governmental  Accounting  (NCGA),   Governmental  Account- 
ing and  Financial   Reporting  Principles,   Statement  1. 

The    following    fund    types    were    used    for    financial    statement 
presentation    with    notations    on    the    incorporation    of   the   existing 
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Montana  fund  structure: 

Governmental  Funds--those  through  which  most  government 
functions  typically  are  financed: 

General  Fund--accounts  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund,  (legislative 
appropriation  required) 

Special  Revenue  Funds--account  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures  for 
specified  purposes.  Special  Revenue  Funds  include  the  Federal 
and  Private  Revenue  Fund,  (legislative  appropriation  required), 
Federal  and  Private  Grant  Clearance  Fund  (no  legislative  appro- 
priation required),  County  Reimbursement  Revolving  Fund  (legisla- 
tive appropriation  required),  and  an  Agency  Fund  (no  legislative 
appropriation  required). 

Fiduciary  Funds--account  for  assets  held  by  a  governmental 
unit  in  a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governmental  units,  and/or  otner  funds. 
These  include,  under  the  current  Montana  fund  structure.  Trust 
Funds  (no  legislative  appropriation  required)  and  some  Agency 
Funds  (no  legislative  appropriation  required). 

Account  Groups--general  fixed  assets  do  not  represent 
financial  resources  available  for  expenditure,  but  are  items  for 
which  financial  resources  have  been  used  and  for  which  account- 
ability should  be  maintained.  They  are  not  assets  of  any  fund  but 
of  the  governmental  unit  as  an  instrumentality. 
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The    use   of   the   general    fixed    asset    account   group    is    as  an 
account  group   (accountability  for  general  fixed  assets)  rather  than 

fund. 

C.      Vacation  and  Sick  Leave 

Annual  leave  and  sick  leave  credits  are  earned  by  the  depart- 
ment's employees   in   accordance  with  the  state  law.     These  benefits 
to  employees  are  not  recorded  as  expenditures  until   leave  is  taken. 
State  law  permits  employees  to  accumulate  annual   leave  on  a  calendar 
year    basis    up    to    a    maximum   of   two   times    their    annual    benefit. 
Vacation     leave     credit     increases     after     10  years,     15  years     and 
20  years.      An    employee   does    not  vest  in   the   plan   until   after  six 
months    of   service.      Upon    termination,    a    vested    employee    having 
accumulated    annual    leave    and    sick    leave  credit  is   compensated   at 
their  current  salary  for  100  percent  for  annual  leave  and  25  percent 
for  sick  leave.     Annual  leave  and  sick  leave  records  are  maintained 
on   an   hourly  accumulated   basis   and  no  monetary  liability  for  these 
benefits    is    included    in    the   financial    statements.      As    of  June  30, 
1981  the  estimated  liability  for  leave  is  $2.4  million. 
D.       Leases 

The  department  leases  offices  from  the  Montana  Department  of 
Administration  for  its  central  office  in  Helena  and  from  others  for 
various  office  facilities  for  district  employees  through  the  State. 
The  central  office's  sublease  was  entered  into  on  February  28, 
1977.  The  sublease  agreement  is  for  a  period  of  20  years  effective 
November  1,  1976.  The  monthly  rental  Is  based  upon  48,682  square 
feet.  The  rate  per  square  foot  is  adjusted  annually  to  reflect 
changes     in     costs    due    to    assessments,     insurance,     utilities    and 

repairs  and  maintenance. 
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The  district  office's  leases  are  generally  for  three  years.  All 
district  office  leases  have  a  cancellation  clause. 

E.  Lease  Purchase  Agreements  -Fixed  Assets 
The  department  enters  into  contracts  for  the  lease  or  purchase 
of  equipment.  These  Lease/Purchase  Agreements  may  result  in  the 
eventual  ownership  of  the  asset  when  the  purchase  option  on  the 
contract  is  exercised.  The  liability  for  the  Lease/Purchase  Agree- 
ments has  been  included  in  the  financial  statements  with  an  appro- 
priate entry  in  the  amount  of  fixed  assets.  «" 

2.  EMPLOYEES'  RETIREMENT  SYSTEM 

Department  employees  are  covered  by  the  Public  Employees' 
Retirement  System  (PERS).  Under  the  system,  SRS  contribut^es 
6.2  percent  of  the  employees'  salaries  to  the  plan.  The  employee 
contributes  6  percent  of  his  gross  wages  to  PERS.  During  fiscal 
years  '80  and  '81,  SRS  contributed  $768,184  and  $879,647  respec- 
tively. At  June  30,  1980  the  Public  Employees'  Retirement  System 
was  determined  to  be  actuarially  sound  as  reported  by  the  system's 
actuary.  The  unfunded  past  service  cost  and  the  actuarily  computed 
value  of  the  vested  benefits  are  not  readily  available  for  members 
of  the  plan  employed  by  the  Department.  ( 

3.  INSURANCE 

The  department  is  insured  by  the  State  of  Montana's  Self 
insurance  Liability  Plan  administered  by  the  Department  of  Admin- 
istration. 

4.  BUDGET   INFORMATION 

The  department  utilizes  a  fixed  annual  basis  of  budgeting. 
Under    the   fixed    annual    method,    appropriations   of   specific   dollar 
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amount  are  set  for  each  fiscal  year  of  a  biennium  by  the  legislature. 
Appropriations  control  the  department's  financial  operations  during 
each  fiscal  year.  At  the  end  of  each  year,  the  department's 
General  Fund  and  a  portion  of  the  Special  Revenue  Fund  appropria- 
tion authority  reverts  to  the  fund  of  original  appropriation. 
Special  Revenue  Funds  received  to  pay  for  benefits  of  federal 
assistance  programs  do  not  require  appropriation  authority.  The 
reverted  appropriation  authority  may  be  used  in  the  subsequent 
year  as  authorization  for  valid  prior  year  obligations. 

Budget  amendments  represent  the  authorization  to  spend 
funds  not  available  for  consideration  by  the  legislature  but  available 
from  sources  other  than  the  General  Fund  or  Federal  Revenue 
Sharing  moneys.  They  are  subject  to  approval  of  the  Governor. 
Budget  amounts  on  the  financial  statements  represent  final 
budgets  after  all  amendments. 
5.      FOOD  STAMP   INVENTORY 

At  June  30,  1980  the  Wells  Fargo  Bank  inventoried  $6,225,250 
of  food  stamps  and  $5,793,500  inventoried  as  of  June  30,  1981. 
Since  the  food  stamps  are  assets  of  the  Federal  Government,  they 
are  excluded  from  the  financial  statements  of  SRS.  Wells  Fargo 
contracts  with  SRS  to  store  these  food  stamps.  SRS  is  insured  for 
any  amount  in  storage  by  the  following  procedure: 
--Wells   Fargo  insures  the  first  $1.5  million; 

--Amounts    over    $1.5  million    are    insured    by    SRS    paying    $.25 
per  thousand  of  stamps  in  storage. 

SRS    is    accountable   to   the    Federal    Government   for   the   food 
stamps  inventory. 
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6.  COST   DISALLOWANCE 

As  a  result  of  an  audit  performed  by  the  US  Department  of 
Health,  Education  and  Welfare  for  Federal  Year  1976,  certain  costs 
incurred  by  SRS  and  paid  from  Federal  Funds  were  disallowed. 
The  amount  determined  to  be  due  the  Federal  Government  was 
$1,402,413.  This  amount  has  been  indicated  on  the  financial 
statements  as  a  liability  of  the  general  fund  and  a  receivable  for 
the  Special   Revenue  Fund. 

7.  MEDICAID  ACCRUALS 

The  financial  statements  include  accrued  revenues  and  expen- 
ditures for  Medicaid  services.  After  the  department's  fiscal  year 
1979  financial  statements  were  prepared,  but  before  their  issuance, 
a  new  methodology  for  calculating  the  Medicaid  accrual  was  adopted. 
Consequently  the  re-calculated  accrual  amount  was  not  included  in 
those  statements.  The  pre-fiscal  year  1979  methodology  provided 
an  amount  for  "services  billed  but  not  paid,"  the  post-fiscal  year 
1979  methodology  provides  an  amount  for  "services  pr-ovided  by 
invoice  date  of  service."  The  following  table  reflects  the  results 
from  applying   the  new  method  of  determining  the  Medicaid  accrual: 


Special 

Recalculated 

Liability 

Fiscal 

General 

Revenue 

Total 

Recorded 

Year-End 

Fund 

Fund 

Liability 

in  SBAS 

6/30/79       $3,689,485         $5,795,053       $     9,484,538  $  1,495,629 

6/30/80         4,780,069  8,631,335  13,411,405  3,045,465 

6/30/81         4,902,678  8,875,414  13,778,092  12,227,928 

The  difference  between  the   recalculated  and  the  recorded  liability 
for  fiscal  year  1981   is  discussed  in  Note  #6. 
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As   a   result  of  the   Medicaid   accrual    and   the  cost  disallowance 
(Note  6)   an   unfunded   liability  exists   within   the   General    Fund  and 
the  Special    Revenue   Fund   in   the   respective  amounts  of  $1,709,465 
and  $1,243,112. 
8.      EXPENDITURE  AND  ACCRUED   EXPENDITURE  ADJUSTMENTS 

The     combined     statements     of     revenues,     expenditures,     and 

changes   in   fund   balances  for  fiscal  years  ended  June  30,   1980  and 

June  30,    1981    and  the  combined  balance  sheet  as  of  June  30,   1981, 

reflect    adjustments    which    were    not     recorded    in    SBAS.      These 

adjustments  include: 

Prior  Period  Adjustments 

General  Fund  -  Federal  disallowance  of  expenditures  made 
from  federal  funds  now  due  from  General  Fund  in  the  amount 
of  $1,402,413.  Expenditures  for  Medicaid  services  incurred 
prior  to  July  1,  1979  not  previously  included  in  financial 
statements  in  the  amount  of  $3,107,685. 

Special  Revenue  Fund  -  Audit  disallowance  of  expenditures 
made  from  Federal  and  Private  Revenue  Funds  in  the  amount 
of  $1,402,413  and  resulting  loss  of  revenue.  Expenditures 
for  Medicaid  services  incurred  prior  to  July  1,  1979  not 
previously  included  in  the  amount  of  $4,881,223  and  corre- 
sponding revenues  are  included.  Revenue  in  the  amount  of 
$133,794  was  not  included  in  prior  financial  statements  because 
of  failure  to  record  revenue  accruals.  Federal  pass  through 
funds  in  the  amount  of  $140,052  was  previously  not  reported. 
Revenue  for  billing  of  county  costs  for  1979  was  included  in 
SBAS  during  1980  in  the  amount  of  $355,225. 

inter  Period  Adjustments 

General  Fund  -  Expenditures  for  Medicaid  services  for  1980 
not  accrued  and  therefore  reflected  as  expenditures  in  1981 
SBAS  in  the  amount  of  $2,241,383.  Expenditure  adjustments 
made  in  1981  not  accrued  in  SBAS  and  therefore  reflected  in 
SBAS  in  1982  in  the  amount  of  $307,052. 

Special   Revenue   Fund    -    Expenditures   for  Medicaid  service  for 

1980  not    accrued    and    therefore    reflected    as   expenditures   in 

1981  SBAS  in  the  amount  of  $4,495,285.  Expenditure  adjust- 
ments made  in  1981  SBAS  for  1980  adjusted  on  1980  statements 
in  the  amount  of  $806,978.  Revenue  adjustments  made  in  1981 
SBAS    for    1980    adjusted   on    1980   statements    in    the   amount  of 
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$438,881.  Expenditures  for  Medicaid  services  in  1981  not 
accrued  in  SBAS  and  therefore  reflected  in  1982  SBAS  in  the 
amount  of  $1,243,112  are  adjusted  in  the  statements.  Timing 
of  revolving  fund  billing  resulted  in  SBAS  including  $418,191 
of  revenue  in  1981  that  has  been  included  as  an  adjusted 
revenue  item  for  1980.  Also,  this  timing  difference  will  result 
in  $180,000  of  revenue  in  1982  that  has  been  adjusted  to 
1981. 


9.      TOTAL  COLUMNS  ON    FINANCIAL  STATEMENTS 

Total  columns  on  the  financial  statements  are  captioned  memo- 
randum only  to  indicate  that  they  are  presented  only  to  facilitate 
financial  analysis.  Data  in  these  columns  do  not  present  financial 
position,  results  of  operations,  or  changes  in  financial  position  in 
conformity  with  generally  accepted  accounting  principles;  neither  is 
such  data  comparable  to  a  consolidation. 

10.  ACCOUNTS   RECEIVABLE 

Governmental  Funds  -  These  represent  amounts  due  from 
individuals  and  from  provider  service  organizations  for  overpay- 
ments and  rate  settlements. 

Special  Revenue  Funds  also  include  amounts  due  for  cost 
reimbursement  of  services  provided  for  the  counties. 

11.  CONTINGENCIES 

As   a   result  of  prior  audits,    certain   expenditures  made  under 
Title  XX  of  the  Social  Security  Act  for  training  have  been  questioned. 
SRS   is   currently   in   negotiation   concerning  these  expenditures  and 
therefore    no    definitive   amount  of  any   liability   is   now  computable. 

12.  ALLOWANCE  FOR  DOUBTFUL  ACCOUNTS 

Prior  financial   statements  have  made  no  provision  for  doubtful 

accounts.       Based    on    a    review    of    activity    in    deferred    accounts 

receivable    a     doubtful     account    factor    has    been    included    in    the 

statements. 
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13.      LITIGATION 

The  department  is  involved  in  the  following  litigation: 

1.  B.G.M.  Enterprises  d/b/a  Park  Place  Nursing  Home  and 
Rehabilitation  Center  vs.  State  of  Montana  Department  of 
Social  and  Rehabilitation  Services,  Cause  No.  ADV-81-lT^8. 
An  action  has  been  brought  against  the  department  by  a 
nursing  home  in  Great  Falls  regarding  payments  under 
the  Medicaid  program.  The  action  contests  the  department's 
calculation  of  private  room  differential  rates,  medical 
supplies,  and  the  interest  allowed  parent  companies,  etc. 
This  suit  is  seeking  payment  of  $195,656.71  for  the 
period  April  1,  1975  to  March  31,  1979  and  an  undeter- 
mined   amount   from    April    1979  until   the  present  period. 

2.  Frances  Mahon  Deaconess  Hospital  vs.  Montana  Department 
of  Social  and  Rehabilitation  Services,  John  LaFaver,  its 
Director,  Cause  No.  15680.  This  action  is  brought  by  a 
hospital  on  behalf  of  its  Center  for  Alcohol  and  Chemical 
Dependency  disputing  the  amount  allowed  for  its  Medicaid 
patients.  The  department,  through  the  Montana  Foun- 
dation for  Medical  Care,  has  determined  that  it  is  not 
"medically  necessary"  to  provide  the  care  in  an  "acute 
care  hospital  setting"  for  most  alcohol  detoxification 
problems  beyond  four  to  six  days.  The  hospital  has 
brought  action  seeking  to  recoup  $49,347.77  which  was 
recently  offset  against  the  hospital's  claims. 

3.  Denny  Driscoll  Boys  Home  and  Will  and  Daisy  Braiser 
Boys  Ranch  vs.  State  of  Montana,  Department  of  Social 
and  Rehabilitation  Services,  Attorney  General  of  the 
State  of  Montana,  Department  of  Justice,  Mike  Greely, 
Keith  Colbo,  and  Fritz  Behr,  Cause  No.  65516.  Eight 
counts  of  libel  and  slander  have  been  brought  against 
various  state  departments  and  individuals  alleging  libel 
and  slander.  Each  of  these  counts  request  $300,000  for 
loss  of  business  and  one  million  dollars  in  damages  for 
libel.  The  Attorney  General's  Office  is  handling  the 
claim  for  all  named  state  department  defendants. 

4.  Valley  View  Estates  Nursing  Home,  Inc.  ,  a  Montana 
Corporation,  d/b/a  Valley  View  Estates  Nursing  Home, 
vs.  State  of  Montana,  Department  of  Social  and 
Rehabilitation  Services,  Cause  No.  46972.  The  depart- 
ment claims  that  Valley  View  Estates  owes  $90,252.24  due 
to  audit  adjustments  under  Medicaid  reimbursement  for 
nursing  homes.  The  department  attempted  to  collect  this 
money  by  offset;  however,  the  nursing  home  filed  suit 
and  presently  SRS  is  enjoined  from  collecting  the  disputed 
amount  of  money. 
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5.  Ordell    O.    Bakke,    Paula    Bakke,    and   Sanitas   Cura,    Inc. , 

a  Montana  Corporation  jointly  doing  business  as  Livingston 
Convalescent  Center,  Parkview  Acres  Convalescent 
Center  and  Bozeman  Convalesent  Center  vs.  the  State  of 
Montana  and  the  Montana  Department  of  Social  and 
Rehabilitation  Services,  Cause  No.  46725.  Bakke  brought 
suit  against  the  department  over  the  interpretation  of 
Memorandum  Agreements  that  the  department  had  entered 
into  in  1979  in  order  to  resolve  lawsuits.  If  the  Agree- 
ments are  interpreted  as  alleged  by  Bakke,  there  would 
be  a  projected  approximate  liability  of  $3.5  -  $4  million. 
This  is  what  SRS  would  have  to  reimburse  Bakke  over 
and  above  what  it  would  normally  have  to  pay  to  him 
through  the  year  1991.     (The  Life  of  Lease.) 

6.  Montana  Department  of  Social  and  Rehabilitation  Services 
vs.  United  States  Department  of  Health  and  Human 
Services;  Carolyne  K.  Davis,  Administrator,  Health  Care 
Financing  Administration  of  the  Department  of  Health  and 
Human  Services,  Cause  No.  CV-77-78-4.  The  department 
has  petitioned  the  U.S.  District  Court  for  judicial  review 
of  HHS's  disallowance  totalling  $1,402,413.  The  disallow- 
ance was  for  payments  to  hospitals  over  and  above 
reasonable  cost.  This  matter  was  reported  to  the  legis- 
lative auditor  in  a  June  18,  1980  letter,  attachment  A, 
6A  and  6B.  HHS  has  already  taken  the  money.  (See 
Note  6.)  « 

7.  Wilbur  T.  Bergerson  and  Bonnie  H.  Bergerson  vs. 
Eastern  Montana  Industries,  a  Montana  Corporation  vs. 
the  State  of  Montana,  Department  of  SociaT"  and 
Rehabilitation  Services,  Custer  County,  Cause  No.  16540. 
The  department  was  made  a  third  party  defendant. 
Eastern  Montana  Industries,  defendant  and  third  party 
plaintiff  allege  that  the  department  is  liable  to  Plaintiff 
Bergerson  for  $34,393.75  for  damages  to  property  owned 
by  plaintiff  by  a  "client"  of  the  department.  The  depart- 
ment's  "client"   allegedly   set  an   apartment  house  on, fire. 

8.  Donavan  et  al_^  vs.  Richland  County  Group  Home  Action 
brought  by  U.S.  Department  of  Labor  over  payments  to 
group  home  parents  of  federal  minimum  wage  and  overtime. 
Department's  position  is  that  the  rate  should  follow  state 
not  federal  minimum  wage  laws.  (See  attached  letter 
from  W.    William    Leaphart  to   David   Scott  dated   9/25/81.) 
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DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 


SCHEDULE 

OF  FEDERAL  GRANT  RECEIPTS 

FISCAL  YEARS 

ENDING  JUNE 

30,  1980 

AND  1981 

Receipts  In 

Receipts  In 

Fiscal  Year 

Fiscal  Year 

Grant 

Ending 

Ending 

Program 

Number 

June  30,  1980 

June  30,  1981 

Win 

MT1083 

$   358,839 

$   447,098 

CWS 

MT1400 

279,961 

312,390 

AFDC 

MT4007 

10,109,179 

12,878,752 

Emergency  Assistance 

MT4008 

24,897 

26,599 

Maintenance  Administration 

MT4013 

1,545,222 

1,285,015 

Social  Services 

MT1128 

9,738,424 

10,835,745 

Training  4-A 

MT4031 

102,263 

239,499 

Training  -  Title  XX 

MT1228 

389,594 

740,832 

Vocational  Rehabilitation  - 

110 

06525109 

2,474,930 

2,962,668 

Vocational  Rehabilitation  - 

Trust  Funds 

06525309 

510,885 

287,572 

Vocational  Rehabilitation  - 

SSI 

06525709 

213,300 

122,376 

Vocational  Rehabilitation  - 

Innovation  and  Expansion 

06525609 

36,105 

16,673 

Vocational  Rehabilitation  - 

In  Service 

48P-40206- 

•806 

25,607 

24,951 

Medical  Assistance 

MT5028 

38,868,672 

45,842,443 

Medical  Administration 

MT5048 

2,464,246 

2,815,044 

Medical  Certification 

MT5001 

82,737 

113,756 

Comprehensive  Screening 

08-D-158 

309,378 

150,500 

Blind  -  110 

06525119 

415,433 

522,841 

Blind  -  Trust  Funds 

06525319 

72,386 

66,325 

Blind  -  SSI 

06525719 

51,149 

30,171 

Blind  -  Innovation  &  Expansion 

06525619 

10,000 

9,252 

Blind  -  In  Service 

48P-40206- 

■806 

2,581 

9,790 

Developmentally  Disabled 

06525400 

257,983 

369,224 

Disability  Determination 

MTDIOO 

1,006,136 

1,240,583 

Older  American  Advocacy  Program 

8-A-147 

48,000 

40,838 

Aging  4-A  Training 

8-A-148 

20,000 

59,849 

Aging  Nutrition 

7013012 
7013013 

1,691,195 

1,447,581 

Aging  Administration  -  Social 

Services 

3013011 
3013020 

1,696,054 

1,594,196 

Child  Abuse 

8-CA-2 

31,854 

8,823 

Foster  Grandparent 

439-8253/7 

65,057 

-0- 

Refugee  Resettlement 

15MT288101 

474,154 

1,556,731 

Food  Donations 

Letter  of 

Credit 

557,815 

545,877 

#12-35-2036 

Elderly  Feeding 

Letter  of 

Credit 

188,182 

318,578 

#12-35-2036 

Food  Stamps 

Letter  of 

Credit 

915,771 

1,049,244 

#12-35-2036 

GRAND  TOTAL 

$75,037,989 

$87,971,816 

SEE  THE  SCHEDULE  OF  QUESTIONED  COSTS  ON  PAGE  77. 

76 


SCHEDULE  OF  QUESTIONED  COSTS 


Aging  Services 

Amount  Over 

Fiscal  Year 

Title 

(Under)  Claimed 

79-80 

III  B 

3,841 

79-80 

III  C 

1,374 

80-81 

III  B 

4,607 

80-81 

III  C 

(10,726) 

See  the  related  discussion  in  the  report  section  starting  on  page  37. 
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AGENCY   RESPONSES 


DEPARTMENT  OF 
SOCIAL  AND  REHABILITATION  SERVICES 


TED  SCHWINDEN.  GOVERNOR 


STATE  OF  MONTANA' 


P.O.  BOX  42IO 


HELENA  MON  TANA  59604 


January  20,  1982 


RECEIVED 

JAN  2  0  i98Z 

MONTANA  LEGISUTIVE  AUOITO 


Mr.  James  H.  Gillett 
Acting  Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 

Dear  Mr.  Gillett: 

As  requested  by  your  January  7,  1982  letter,  attached 
is  our  response  to  the  report  on  the  audit  of  the  department 
of  social  and  rehabilitation  services. 

We  are  also  ready  to  meet  with  the  Audit  Committee  at 
their  convenience  in  order  to  provide  any  other  information 
that  may  be  desired. 

If  anything  further  is  needed,  please  feel  free  to 
contact  me. 


n 


— Sincerely,    /-^ 

iTohn  D."  LaFaver 
(l2>rector 


Attachment 
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AN  tOUAL  OPPORruNfTY  EMP:  OYER 


REC0MI4ENDATI0N  NO.  1 

tJe  recommend  SRS  continue  to  oroperly  accrue  Medicaid  expendi- 
tures . 

AGENCY  COMIIET-TTS 

Concur: 

The  Department  will  continue  to  properly  accrue  Medicaid  expendi- 
tures . 


RECOMfiENDATION  NO. 


We  recommend  SRS  require  the  fiscal  intermediary  to: 

A.  Limit  access  to  data  files  to  those  individuals  authorized 
to  input  and  process  such  data. 

B.  Develop  formal  procedures  ensuring  that  the  testing  of 
program  modifications  will  not  effect  live  data  base  files. 

^.  Establish  systems  development,  programming,  and  documenta- 
tion standards. 

D.  Provide  adequate  technical  documentation  of  the  Medicaid 
Management  Information  System's  processing  flow,  program 
functions,  data  file  layout,  test  data  procedures,  control 
features,  and  program  changes. 

E.  Develop  a  formal  disaster  recovery  plan. 

F.  Control  access  to  all  MfllS  tapes  through  the  librarian 
function. 

AGENCY  C0MI4ENTS 

Concur  A  through  F: 

The  Department  of  Social  and  Rehabilitation  Services  and  the 
Economic  Assistance  Division  have,  during  the  past  year,  renego- 
tiated the  Ilancock/Dikewood  Contract.  During  the  process  of 
negotiating  this  contract  and  the  ongoing  negotiation  processing 
(cvirrently  taking  place  January,  1982),  the  recommendations  con- 
tained in  LAO  Recommendation  No.  2  v/ill  be  incorporated  into  the 
final  contract  and  operating  instructions. 


RECOMMENDATION  NO. 


VJe  recommend  SRS  select  nursing  home  providers  for  audits  in 
compliance  with  federal  regvilations . 
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AGENCY  COMMENTS 


Concur: 


The  Economic  Assistance  Division  submitted  the  detailed  plan  for 
selection  of  nursing  home  audits;  to  the  Health  Care  Financing 
Administration  (HCFA)  on  April  13,  1981.  Since  the  Department 
has  received  no  follow-up  correspondence  from  Health  Care 
Financing  Administration  on  this  natter,  it  can  be  assumed  that 
the  plan  meets  federal  requirements. 


RECOMMENDATION  NO, 


We  recommend  SRS  reimburse  providers  for  dental  services  in 
accordance  with  the  criteria  esf-ablished  in  the  approved  state 
plan  for  Medicaid  or  amend  the  plan. 

AGENCY  COMMENTS 

Concur; 

The  Department  has  submitted  an  amendment  to  the  state  plan  and 
has  been  in  compliance  with  the  recommendation  since  October  1, 
1981. 


RECOMMENDATION  NO.  5 

We  recommend  SRS  continue  requiring  written  follow-up  reports 
from  field  workers  documenting  corrective  action  taken  for 
quality  control  errors  referred  to  the  counties. 

AGENCY  COimENTS 

Concur: 

The  field  supervisors  within  the  Economic  Assistance  Division 
will  monitor  100%  of  the  errors  contained  in  qualitv  control 
findings.  At  some  future  tine,  based  upon  cost  benefit  and  other 
priorities,  a  limited  sample  may  be  done  as  follow-up. 

Recommendations  5  through  10  relate  to  the  organi-^ational  struc- 
ture of  a  state  supervised  but  county  administered  welfare 
program.  V7hile  SRS  accepts  the  responsibility  for  remedying  the 
deficiencies  noted;  in  many  instances  the  author:' t^'  to  implement 
a  change  is  with  the  countv  commissioners. 


RECOMI-IENDATION  NO, 


We  recommend  SRS  emphasize,  to  the  eligibility  technician,  the 
need  to  document  the  rovie^w  of  AFDC  r-liqibillty  criteria. 
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AGENCY    COriMEMTS 


Concur: 


Comprehensive  manuals  program,  vjhich  govern  the  administral-ion  of 
the  AFDC ,  Medicaid  and  Food  Stamp  pi'ograms ,  contain  numerous 
sections  which  deal  with  the  proper  procedures  and  format  for 
documenting  eligibility  criteria  and  other  data  within  the 
individual  case  records.  The  Department  will  re-emphasize  and 
continue  to  expect  adequate  documentation  for  a  third  party 
reviewer  to  determine  all  actions  taken  on  a  particular  case. 


RECOimENDATION  NO.  7 

Ue  recommend  SRS  either  enforce  or  rescind  the  home  •^dsits 
policy. 

AGENCY  COIIJIENTP 

Concur: 

Due  to  a  variety  of  proposed  federal  regulatorv  changes  governing 
+-he  AFDC  program,  there  will  be,  during  the  coning  year,  an  on- 
going necessity  to  evaluate  the  need  and  cost  benefit  of  home 
visits.  Within  this  realm,  there  exists  a  possibility  of  mandat- 
ing home  visits,  mandating  that  no  home  visits  be  conducted,  and 
leaving  home  visits  to  the  discretion  of  the  individual  counties 
based  upon  the  need,  circumstances,  and  desires  of  that  particu- 
lar county.  These  three  options  will  be  explored  in  light  of 
changing  federal  initiatives  and  clear  instructions  will  be  given 
to  the  counties  v/ith  regard  to  the  home  visit  policy. 


RECOMMENDATION  NO.  8 

We  recoiomend  SRS  take  the  nece3sarv  action  to  correct  the  above 
internal  control  v/eaknesses. 

AGENCY  COMMENTS 

Concur: 

The  individual  counties  v;ith  the  internal  control  weaknesses 
mentioned  in  the  narrative  have  been  identified  and  corrective 
action  begun  to  ensure  that  the  internal  control  weaknesses  are 
corrected.  As  part  of  the  overall  management  e'^'^aluation  reviews, 
the  Department  will  monitor  the  internal  control  of  the  food 
stamp  program  within  the  county  and  issuing  agents  on  an  ongoing 
basis . 
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RECOMMENDATION  NO.  9 

Vic   recommend  SRS  enforce  documentation  standards  throuah  traininq 
and  supervision  of  eligibility  technicians. 

AGENCY  COMMENTS 

Concur: 

Same  as  that  contained  in  Recommendation  No.  6. 


REC0MJ4ENDATI0N  NO.  10 

We  recommend  SRS  administer  sf-atov^ide  clerical  supnort  staff 
training  to  alleviate  the  problem  noted  above. 

AGENCY  COMMENTS 

Concur: 

The  principle  vehicle  for  identifving  problems  within  the  food 
stamp  program  is  through  the  management  evaluation  review  pro- 
cess. The  Department  will  continue  to  identify  problems  within 
the  food  stamp  program  and  v/ill  instruct  the  clerical  and  support 
staff  in  the  proper  procedures  to  be  used. 


RECOMIIENDATION  NO.  11 
We  recommend  SRS : 

A.  Take  a  bi-monthlv  inventory  of  food  stamp  coupons  stored  at 
Wells  Fargo. 

B.  Review  all  reconciling  items  betv>7een  the  SRS  inventorv 
records  and  the  Wells  Fargo  inventorv  counts  to  deternine 
the  reasonableness  of  all  adjustments . 

AGENCY  COMJIENTS 

Concur; 

V7hen  this  weakness  was  identified  during  the  course  of  the 
review,  steps  were  taken  immediately  to  correct  the  deficiencv. 
Currentl'^',  two  members  of  the  state  SRS  staff,  along  with  a  staff 
person  from  VJells  Fargo,  conduct  a  physical  inventory  of  food 
stamps  stored  at  Wells  Fargo  twice  per  month.  These  phvsical 
inventories  occur  on  the  last  v/orking  dav  of  the  month  and  on  the 
working  day  nearest  the  15th  of  nach  month.  The  physical  inven- 
tory is  signed  off  by  all  parti-^s  to  the  physical  in\'-entorv  and 
reconciled  against  the  inventory  records  at  the  state  SRS  build- 
ing. 


82 


REC0I1ITENDATI0N  NO.  12 

V7g  recommend  SRS: 

A.    Supervise   the   food   commodities   in-^'-entorv   record   keeping 
function. 

R.    Document   support   for   adjustments   made   to   the   inventory 

records . 

AGENCY  COriMEMTS 
Concur : 

The  deficiencies  noted  in  th'>  report  will  be  corrected  and 
adeauate  inventory  recordkeeping  functions  and  documentation  of 
support  for  those  ad jnstment-.s  will  be  made  as  part  of  the  ongoing 
orocedures . 


RECOMMENDATION  NO.  13 

We  recom.mend  SRS  document  scope  decisions  as  they  relate  to  the 
criteria  established  in  accordance  with  the  requirements  of  House 
Bill  94,  laws  of  1981. 

AGENCY 


Concur ; 

The  Department  has  developed  criteria  for  establishing  the  neces- 
sity, reasonableness,  and  legal itv  of  all  expenditures  from  the 
poor  fund  prior  to  granting  a  grant-in-aid.  As  part  of  the  on- 
going effort  to  develop  and  refine  these  criteria,  the  Department 
will  have  a  continuing  dialogue  with  affected  counties. 

In  addition,  an  audit  plan  to  document  scope  decisions  as  they 
relate  to  those  criteria  established  for  the  grant-in-aid  v/ill  be 
developed.  This  will  involve  consultations  with  the  Audit  and 
Program  Compliance  Division  and  the  Economic  Assistance  Division 
to  arrive  at  an  acceptable  audit  work  plan  to  test  the  expendi- 
tures against  those  criteria  established. 

RECOMIIEHDATION  NO.  14 

We  recommend  SRS  include  the  above  provisions  in  DDD  provider 

contracts . 
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AGENCY    COrVIENTS 


Concur: 


All  FY82  DD  contracts  require  OD  s^rvire  providers  to  "comnly 
with  all  official  Department  policies  relating  to  De'^'elopnental 
Disabilities".  The  Department's  Property'  ftanagement  Policv  dated 
April  30,  1980,  and  the  Client  Fund  Policy  dated  July  1,  1981, 
specifically  address  the  weaknesses  indicated.  FY83  DD  provider 
contracts  will  contain  or  reference  official  Department  policies 
requiring  prior  Department  approval  of  related  partv  transactions 
and  adequate  close-out  instructions  for  provider  grants  and  ser- 
vice contracts. 

RECOfMEIIDATION  NO.  15 

We  recommend  SRS  comply  with  +-ho  procurement  requirements  of 
Attachment  O  to  Circular  A-102  when  contracting  for  services. 

AGENCY  COIUIENTS 

Partially  Concur: 

The  Department  contracts  ann\iallv  with  private  non-profit 
corporations  for  DD  services  across  the  State  the  maiority  of 
which  provide  specialized  DD  services  within  a  limited  geographic 
area.  '  As  part  of  the  annual  contracting  process  the  Division 
advertises  in  five  maior  newspapers  across  the  State  for  the 
purpose  of  soliciting  proposals  for  DD  services  in  each  region. 
Due  to  the  small  number  of  geographically  diverse  DD  service 
providers,  rarely,  if  ever,  are  competitive  proposals  from  the 
same  geographical  service  area  recei\'ed.  This,  in  itself,  iusti- 
fies  the  basis  for  contractor  selection  and  lack  of  competition. 

In  FY83  all  contract  files  will  contain  documentation  of  the 
process  utilized  in  awarding  DD  provider  service  contracts. 

RECOMMENDATION  NO.  16 
We  recommend  that  SRS: 

A.  Require  super\''isorv  re\'iow  '~>f  el  igibi  lit-^'  d^!te'>'minations  on 
a  sample  basis. 

B.  Insure  that  counties  comply  wit-.h  federal  regulations  con- 
cerning redetermination  of  r-ligibilitv. 

C.  Require  counties  to  determine  eligibilitv  of  Child  and 
Family  Service  cases  or  devfvlop  an  eligibility  review  svstem. 
for  those  cases. 
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AGENCY  COmiENTS 


Concur : 


A.  The  district  and  county  f;ocial  work  supervisor  Ill's  will 
review  eligibility  in  5%_  of  the  cases  opened  for  services  in 
their  district  or  county  of  responsibility  every  quarter. 
The  Field  Services  Bureau  Chief  of  that  region  will  verify 
that  this  is  being  done  at  least  annually. 

3.  The  district  and  county  social  work  supervisor  Ill's  will 
review  redetermination  of  oligibilitv  for  services  in  5%  of 
the  ongoing  ser^/'ice  cases  in  their  area  of  responsibility 
each  quarter.  The  Field  Services  Bureau  Chief  of  that 
region  will  verify  this  at  least  annually. 

C.  Regional  Office  DD  staff  will  review  eligibilitv  determina- 
tions made  by  Child  and  Family  Service  providers  as  part  of 
their  contract  monitoring  responsibilities. 


RnCOIlMENDATION  MO.  17 

'e  recommend  that  SRG  establish  procedures  to  enable  timely 
licensing  of  group  homes. 

AGENCY  COMMENTS 

Concur: 

SRG  proposed  and  had  the  Community  Home  for  Developmentallv  Dis- 
abled licensing  law  amended.  Sections  53-20-305  and  Section 
53-20-307  MCA  v/ere  amended  by  Senate  Bill  137  to  give  sole 
authority  for  licensing  these  facilities  to  the  Department  of 
Social  and  Rehabilitation  Services.  The  amendments  also  provided 
for  certification  by  the  health  and  state  fire  marshall  and 
allowed  a  60-dav  provisional  license  period. 

These  amendments  were  implemented  by  SRS  in  November,  1981,  and 
Community  Homes  for  the  Developmentallv  Disabled  are  now  being 
licensed  by  local  District  SRS  office  eliminating  state  office 
handling  bv  both  SRS  and  HES  and  cutting  the  licensing  time. 
These  changes  will  enable  timelv  licensing  of  group  homes  for  the 
developmentallv  disabled. 


RECOriMENDATION  NO.  18 

We  recommend  SRS  require  counselors  to  review  client  financial 
status  in  accordance  with  SRS  policy. 
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AGENCY    COrif-lENTS 


Concur: 


This  is  current  policy  as  establisherl  in  the  Vocational  Rehabili- 
tation manual.  Each  counselor  has  a  copy  of  the  manual.  Tv/o 
training  sessions  for  counselorr.  ha'^^o  stressed  a  need  for  a  com- 
prehensive financial  statement  and  annual  review  or  whenever  the 
financial  aspects  of  the  client  changes.  The  reviews  of  case 
documentation  by  VR  staff  indicate  this  is  taking  place.  VR  has 
changed  its  Administrative  Rules  to  tighten  up  the  entire  aspect 
of  financial  need.  Additional  training  and  case  review  will  take 
place. 

RECOMMEMDATION  NO.  19 
VJe  recommend  SRS: 

A.  Require  counselors  to  comolete  an  I\7RP  for  each  client 
before  services  are  provided. 

B.  Enforce  requirements  for  annual  reviews  and  revisions  of 
each  IWRP. 

AGENCY  COMMENTS 

Concur: 

A.  This  is  current  policy  as  established  in  the  Vocational 
Rehabilitation  Manual  (each  counselor  and  supervisor  has  a 
copy  of  the  manual) .  The  new  computer  program  is  edited  to 
require  the  input  of  an  IWRP  before  services  can  begin. 
Input  of  an  IWRP  in  the  program  does  not  ensure  there  is  an 
IWRP  in  the  case  file;  case  review  is  ongoing  to  complv  with 
this  requirement.  Training  has  been  held  on  this  and  will 
be  repeated. 

B.  When  it  is  programmed,  VR  will  receive  an  exception  report 
on  year  old  IWRP '  s .  IWRP '  s  will  be  monitored  from  the 
Central  Office  on  updating  at  least  annuallv.  In  the  mean- 
time, training  and  case  reviews  will  help  on  compliance. 

RECOMMENDATION  NO.  20 

We  recommend  requiring  counselors  to  document  client  contacts. 

AGENCY  COMMENTS 

Concur: 

It  is  current  policy,  and  stressfjd  in  training  and  case  reviews, 
that  clients  be  contacted  on  a  logular  basis  and  the  contacts  be 
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documented.    Further   training   and   case   review?:  v/ill   help   to 
ensure  this. 


PECOWIENDATION  NO.  21 
We  reconnend  GRS: 

A.  Continue  the  development  of  a  case  review  system. 

B.  Provide  periodic  policy  update  training  for  social  worker 
supervisors . 

AGENCY  C0t4I'lENTS 

Concur  A  and  B: 

SRS  concu.rs  in  the  need  for  the  case  review  svstem  and  the  review 
svstem  is  currently  under  development.  The  review  system  will 
provide  feedback  to  social  v/orker  supervisors,  as  well  as  field 
area  chiefs  for  ongoing  management  training  on  agency  policy. 

RECOMMENDATION  NO.  22 

We  recommend  SRS: 

A.  Establish  guidelines  by  which  the  parent's  financial 
resources  can  be  judged  to  determine  their  ability  to  pav 
for  their  child's  care. 

B.  Work  with  counties  to  ensure  implementation  of  resource 
evaluation  system. 

AGENCY  CONTENTS 

Concur  A  and  B: 

Pilot  project  has  commenced  in  i.ewis  and  Clark  and  Park  Counties 
using  financial  guidelines  din^-eloped  by  the  Department  of 
Revenue.  Pilot  results  should  be  known  in  June,  1982;  aoplica- 
bility  for  improving  the  stat'U/ide  s^'stem  v/ill  be  determined 

then. 


RECOMMENDATION  NO.  23 

We  recommend  SRS : 

A.  Provide  social  v/orkers  with  case  management  training  empha- 
sizing the  importance  of  documenting  eligibility  determina- 
tions and  nlacement  re'/iews. 
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B.  Require  social  workor  supi^rvisors  to  review  case  filos  to 
provirio  assurance  that  fodoral  and  state  requirenionts  are 
met . 

AGENCY  COmiENTS 

Concur  A  and  B: 

\7e  concur  in  the  need  for  ongoing  training  of  social  workers  for 
case  managenent  and  the  rc^cent  completion  and  distribution  of 
manual  section  CSD  107  on  case  record  managenent  is  our  partial 
response.  We  concur  in  the  need  for  review  of  case  files  to 
ascertain  conformity  to  state  and  federal  requirements  for  social 
service  programs.  Evaluation  Bureau  is  responsible  for  the 
administration  of  this  review.  The  manual  material  for  case 
record  management  v;as  disseminated  in  No^'^ember.  Implementation 
should  be  completed  bv  March  31,  1982. 


RECONUIENDATION  IIP.  24 

Ue  recommend  SFS: 

Develop   and   implement   a   policv   requiring   sub-recipient 
audits  in  compliance  with  0MB  Circular  A-110,  Attachment  F. 

B.  Establish  procedures  which  will  assure  the  preparation  of 
accurate  financial  status  reports. 

AGENCY  COMMEITTS 

Concur: 

A.  The  responsibilitv  for  com.oliance  with  0MB  Circular  A-110, 
Attachment  F,  pertaining  to  sub-recipient  audits  is  that  of 
the  Area  Agencies  on  Aging.  They  are  private  non-profit 
organizations  established  by  Federal  statute  as  the  con- 
tracting entities  for  SRS '  Community  Services  Division.  The 
Policy  and  Procedures  Manual  for  Aging  Services  is  being 
revised  and  specific  policy  is  being  developed  that  will 
require  Area  Agencies  to  comply  with  the  Circular.  Expected 
completion  date,  March  1,  1982.  Staff  from  the  Evaluation 
Bureau  will  monitor  for  conpliance  with  the  policies. 

B.  The  Department  has  established  and  implemented  new  contract- 
ing and  invoice  procedures  for  Aging  Services  providers  that 
will  provide  for  more  accuracy  in  Financial  Status  reports. 
The  policy  has  been  implemented  which  eliminates  carryover 
of  Federal  funds  which  was  the  major  source  of  Financial 
Status  Report  errors  sinco  the  sub-state  recipients  cannot 
identify  Fiscal  Year  Funds  received.  New  procedures  were 
implemented  on  October  1,  1981. 
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RECOMMENDATION  NO.  2  5 

We  recommend  SRS  develop  eliqihjj.ity  verification  Drocedures  for 
project  sites  and  require  their  implementation. 

AGENCY  COMflENTS 

Partially  concur; 

This  is  a  responsibility  of  the  A>-ea  Agencies  on  Aging.  The 
revisions  to  the  Department's  Policy  and  Procedures  Manual  will 
include  minimum  requirements  for  eligibility  determination  and 
will  require  implementation  by  the  Area  Agencies  on  Aging,  The 
completion  date  for  manual  policv  v;ill  be  March  1,  1982. 

The   administrative   structure   of   the   aging   program  makes  it 

difficult  for  the  state  agency  to  require  the  inplementation  of 

its  policies.   While  SRS  will  work  with  the  Area  Agencies  in 

developing  procedures,  there  is  no  assurance  they  will  be 
implemented. 


REC0MI1ENDATT0N  NO.  2  6 

We  recommend  SRS  establish  and  implement  procedures  that  will 
assure  the  timely  preparation  of  Quality  Control  reports. 


Concur: 

The  Department  makes  everv  attempt  to  submit  these  reports  in 
a  timelv  manner.  However,  the  priority  of  timelv  reporting  has 
been  and  may  in  the  future  be  superceded  by  the  need  to  insure 
accuracy  of  data.  One  must  keep  in  mind  that  the  ultimate 
purpose  of  quality  control  is  the  elimination  of  eligibility 
errors  and  not  the  reporting  of  these  errors  to  the  federal 
government. 


RECOMMENDATION  NO.  2  7 
Vie    recommend  SRS: 

A.  Deposit  indirect  cost  reimbursements  applicable  to  SWCAP 
into  the  State  General  Fund, 

B.  Seek  the  additional  spending  authority  from  the  Legislature 
needed  to  meet  the  requir'-'ments  of  Sections  17-3-110  and 
17-3-111,  MCA. 
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AGENCY  COMMENTS 


Concur: 


A.  SRS  is  now  depositing,  to  the  general  fund,  federal  reim- 
bursement received  for  costs  applicable  to  the  Statewide 
Cost  Allocation  Plan.  Cfinsistont  with  the  legislative 
appropriation,  the  reirnbursements  are  limited  to 
"open-ended"  federal  sources  and  will  be  so  limited  until 
the  end  of  the  1981-83  biennium.  Future  reimbursements  v/ill 
depend  how  legislative  appropriations  are  determined  after 
consideration  of  Recommendation  No.  27B. 

B.  SRS  will  seek  the  increased  general  fund  appropriation  as 
recommended.  Because  there  may  be  an  implication  that  the 
recommendation  will  result  in  a  fax'-orable  impact  on  the 
general  fund,  SRS  believes  it  is  necessary  to  clarifv  the 
following  two  points- 

1.  The  increased  SWCAP  reimbursements  are  offset  bv  an 
increased  general  fund  appropriation  and  hence  the  net 
effect  on  the  general  fund  is  zero. 

2.  The  recommendation  results  in  an  extraordinary  increase 
in  the  Department's  general  fund  appropriation.  The 
increase  is  only  to  provide  for  deposit  of  a  like 
amount  of  general  fund  revenue  and  does  not  result  in 
anv  additional  services  being  provided. 


RECOMMENDATION  NO.  2  8 

We  recommend  SRS  record  the  federal  cost  reimbursements  using 
revenue  objects  associated  v/ith  the  proper  revenue  classifica- 
tion, or  obtain  written  approval  from  OBPP  to  do  otherwise. 

AGENCY  C0MJ4ENTS 

Concur: 

The  proper  revenue  objects  will  be  used  for  recording  the  Julv- 
December,  1981  period  indirect  cost  reimbursements  in  SBAS  during 
February,  1982.  This  process  will  continue  to  be  follov/ed  for 
all  future  indirect  cost  recoveries. 

RECOMMENDATION  NO.  2  9 


We  recommend  SRS  work  with  the  Computer  Services  Division  to 
develop  a  functional  disaster  recovery  plan  for  critical  applica- 
tions. 
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AGENCY  COMMENTS 

Concur : 

The  Department  of  Administration,  Computer  Services  Division,  in 
cooperation  with  the  vState  Data  Processing  Coordinator,  is 
currently  in  the  process  of  revising  their  contingency  disaster 
plan.  SRS  will  complete  a  Department  disaster  recovery  plan 
within  90  days  of  completion  of  the  CSD  plan. 


REC0MJ1ENDATI0N  NO.  30 

Wo  recommend  SRS  implement  procedures  limiting  access  to  program 
documentation  to  those  persons  requiring  it  in  the  performance  of 
their  duties. 

AGENCY  COMMENTS 

Concur : 

Computer  program  listings  are  filed  in  locked  storage  and  are 

signed  in  and  out  by  those,  requiring  them.   Other  system  documen- 

ation  is  now  being  logged  in  and  out  by  those  requiring  access. 

This  other  documentation  will  also  be  filed  in  locking  storage 

cabinets . 


RECOMI-IENDATION  NO.  31 

VJe  recommend  SRS  develoD  password  protection  for  on-line 
production  data  sets. 

AGENCY  COMMENTS 

Conditionally  concur; 

Wo  agree  that  the  on-line  portion  of  the  MIM  System  needs  better 
securitv.  Password  protection  v/ill  be  incorporated  when  fllMS  is 
rewritten  (to  be  completed  during  1982). 

Although  each  data  set  in  the  R-300  system  is  not  password 
protected,  we  do  not  necessarily  agree  that  security  for  this 
system  is  inadequate.  Two  methods  of  access  to  these  files  are 
available.  The  first  is  via  CICS  which  allows  inquiry  and 
data  base  update.  Access  is  controlled  through  five  layers  of 
processing  before  any  data  (client  name,  address,  etc.)  becomes 
available  to  the  terminal  user.  In  order  to  update  the  data  base 
or  merely  inquire,  another  user-field  is  required  before  addi- 
tional actions  can  take  place.  As  the  terminal  user  progresses 
through  each  "layer",  he  must  provide  several  passwords,  operator 
id's,  etc.,  which  are  controlled,  and  non-displayed. 
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The  second  method  is  OI,Q  (querv)  v;hich  roq\iire.n  a  loq-on  i)as.s- 
word.  Further,  a  user  must  have  intimate  knowledge  of  the 
data  base  records  and  data  element  definitions.  No  updating  can 
be  accomplished  using  this  method. 

We  agree  that  file  password  protect  is  a  good  method  of  data 
security;  however,  wo  feel  that  g^iining  access  to  the  R-300  Data 
Base  for  the  purpose  of  making  record  file  changes  would  be 
extremely  difficult,  even  for  someone  with  a  high  level  of  DP 
expertise,  due  to  the  highly  complex  nature  of  the  IDMS  data  base 
organization.  To  incorporate  password  protection  for  this  data 
base  would  be  expensive  in  both  dollars  and  staff  tine.  \7hen 
funds  and  staff  resources  become  available  considering  other 
Department  data  processing  needs,  password  protection  should  be 
added  to  this  system. 

RECOMMENDATION  NO.  3  2 

We  recommend  SRS  develop  operations  manuals  for  foster  care  and 
day  care  payment  systems  providing  detailed  instructions. 

AGENCY  COt-lMENTS 

Concur; 

Although  operations  manuals  for  these  systems  in  fact  existed, 
they  were  in  need  of  updating  and  improvement.  The  dav  care 
operation  manual  update  has  been  completed.  Updating  the  foster 
care  operation  manual  will  be  completed  by  March  1,  1982. 

RECOIUIENDATION  NO.  3  3 
We  recommend  SRS : 

A.  Perform  an  independent  reviow  of  on-line  corrections  to  the 
MIMS  master  file. 

B.  Limit  the  ability  to  correct  the  naster  file  to  systems 
processing. 

AGENCY  COWIENTS 

Concur  A  and  B: 

Recommendation  A  wil]  be  accomplished  imnediatel".  Recommenda- 
tion B  will  be  implemented  during  the  current  re-write  of  the 
MIMS  system  scheduled  for  completion  in  1982. 
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RECOI-mENDATION  NO.  3  4  •ro'rr:\   O 'f; 

We  recommend.  SRS:  .  ,  ^ 

A.  Reconcile  the  accounts  receivable  subsidiary  ledger  with  the 
.  .   SBAS  central  accounts  monthly. 

B.  Perform  a  monthly  analysis  and  update  of  accounts 
receivable.  ,,  ;,,,.;..,  ..^ 

C.  Properlv  rt^cord  the  revenue  and  expenditures-resulting  from 
reimbursements.  ,,         ,  .  ^,  ,,.  .-  ., 

D.  Develop  a  written  policy  providing  guidelines  for  the 
evaluation  of  the  aging  schedule  and  the  write-off  of  old 
and  inactive  accounts. 

E.  Develop  oroceduros  which  will  ensure  the  accurate  and.  timely 
recording  of  receivables  activity.  - — -— — -"-^-- — ■—-—-- 

F.  Establish  policies  and  procedures  v\7hich  will  ensure  the 
proper  and  consistent  establishment  of  deferred  accounts 
receivable . 

AGENCY  COtlMENTS 


Concur: 


L'3ac 


A.  SBAS  will  be  updated  monthly  with  accounts  receivable 
balances.  These  balances  will  then  be  reconciled  to  the 
subsidiary  SRS  accounts  receivable  files. 

B.  A  list  of  individual  accounts  receivables  pertaining  to 
their  programs  are,  and  will  continue  to  be,  sent  to  program 
managers  monthly  v/ho  will  analyze  these  accounts  and  report 
any  required  changes  to  Fiscal  for  input  into  the  system. 
All  new  accounts  and  changes  to  account  balances  shall  be 
recorded  monthly. 

C.  Effective  January,  1982,  all  advances  are  being  recorded  as 
such  rather  than  as  deferred  accounts  receivable.  Abate- 
ments have  been  discontinued.  Revenue  and  expenditures 
resulting  from  receivables  v/ill  be  properly  recorded. 

D.  E, 

&  F.  Deferred  accounts  receivable  policies  and  procedures  are  in 
the  draft  stage  and  should  be  finalized  not  later  than 
April  30,  1982.  Concurrent  v/ith  the  finalization  of  these 
written  policies  and  procedures,  the  deferred  accounts 
receivable  files  are  being  purged  and  balances  confirmed. 
These  actions  should  also  be  completed  not  later  than 
April  30,  1982. 
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RECOMMENDATION  NO.  35 
We  recommend  SRS: 

A.  Perform  periodic  reviews  of  the  child  trust  accounts  to 
identify  inactive  cases. 

B.  Close  inactive  trust  accounts  and  transfer  the  funds  to 
those  owners  whose  whereabouts  are  known. 

C.  Follow  state  abandoned  property  procedures  for  those 
accounts  inactive  seven  years  when  the  owners  cannot  be 
located. 

AGENCY  COMMENTS 

Concur  A,  B  and  C; 

Accounts  will  be  reviewed  monthly.  An  initial  comprehensive 
review  of  currently  maintained  accounts  will  be  completed  not 
later  than  March  31,  1982,  by  the  Community  Services  Division,  at 
which  time,  action  will  be  taken  to  close  the  inactive  accounts. 
This  process  of  review  and  appropriate  action  will  be  continued 
monthly  thereafter. 

RECOMMENDATION  NO.  36 

We  recommend  SRS  perform  a  monthly  reconciliation  of  the  manual 
trust  account  detail  ledgers  with  the  corresponding  SBAS  control 
accounts. 

AGENCY  COMMENTS 

Concur: 

Monthly  reconciliations  are  now  being  performed. 

RECOMtlENDATION  NO.  37 
We  recommend  SRS: 

A.  Complete  the  tagging  and  recording  of  all  assets  as 
specified  in  the  Montana  Operations  Manual. 

B.  Review  the  location  codes  assigned  to  assets  held  in  the 
Helena  offices  and  correct  those  not  agreeing  with  the  loca- 
tion. 
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AGENCY  COMMENTS 


Concur  A  and  B: 


At  the  time  of  the  audit  we  were  in  the  process  of  tagging  and 
recording  our  equipment  in  PAMS.  Inadvertently  omitted  from  PAflS 
were  some  items  of  equipment.  However,  property  on  IBM  lease/ 
purchase  agreements  (Mag  Card  typewriters.  Office  System  6,  etc.) 
were  purposely  omitted  because  these  agreements  may  be  cancelled 
at  the  end  of  a  state  fiscal  year  upon  30-day s  written  notice. 
The  auditor  presents  a  different  interpretation  of  Section 
2-1751.52,  MOM  which,  while  we  do  not  necessarily  agree,  we  do 
not  object  to  and  are  in  the  process  of  adding  these  items  of 
equipment  to  PAMS.   Location  codes  have  been  corrected. 

RECOMMENDATION  NO.  38 

We  recommend  SRS  develop  procedures  to  assure  that  AFDC  and 
Foster  Care  warrants  processed  are  mailed. 

AGENCY  COMMENTS 

"■oncur : 


Procedures  are  in  place  to  assure  that  the  number  of  warrants 
received  from  the  State  Auditor  are  accounted  for  and/or  mailed 
as  appropriate.  These  procedures  pertain  to  all  warrants,  not 
just  AFDC  and  Foster  Care  warrants. 

D02/a 
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HancodyDikewood 
Services,  Inc. 


y^mmiXumwufMutual  Lite  Insmance  Coinpaity 


WALTER    D.   WOOD 
PRCSIOCNT 


January  19,  19  82 


Mr.  James  H.  Gillett 

Acting  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana   596  20 

Dear  Mr.  Gillett: 


RECEIVED 

JAN  2  0  1982 

MONTANA  LEGISUTIVE  AUDITOR 


Enclosed  is  the  HD  response  to  your  letter  to  me  dated  January 
14,  198  2  and  received  today. 

I  trust  that  you  will  find  our  responses  to  be  appropriate.   If 
you  would  like  to  discuss  any  of  them  in  more  detail,  please 
feel  free  to  call. 


WDW:cjt 
Enclosure 


Sincerely , 


i 


'  (diSCTi^^ 


i^Z- 
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Medicaid  Claims  Processing 

Since  the  time  this  audit  was  carried  out,  a  new  MMIS 
system  has  been  developed.   Most  of  the  weaknesses  noted  by  the 
Legislative  Auditors  were  recognized  in  the  development  of  the 
new  system  and  have  either  been  corrected  or  are  in  the  process 
of  being  corrected.   Specific  responses  to  each  recommendation 
are  provided  below  following  a  quotation  of  each  recommendation, 

RECOMMENDATION  #2 

WE  RECOMMEND  SRS  REQUIRE  THE  FISCAL  INTERMEDIARY 
TO: 

A.   LIMIT  ACCESS  TO  DATA  FILES  TO  THOSE  INDIVIDUALS 
AUTHORIZED  TO  INPUT  AND  PROCESS  SUCH  DATA. 

Each  individual  must  sign  on  before  using  any  system 
feature.   The  method  used  for  access  control  limits  all  users 
to  specific  authorized  access. 

Each  data  entry  operator  must  sign  on  before  using  any 
on-line  program.   Once  an  operator  has  signed  on  to  data  entry 
then  all  authorized  programs  are  available  to  that  operator. 
For  example,  an  operator  can  be  allowed  to  display  a  record  but 
not  allowed  to  add  or  modify  records. 

All  batch  job  input  is  entered  through  the  computer 
console.   Individuals  allowed  to  enter  input  are  given  access 
to  the  appropriate  files.   The  execution  of  batch  jobs  is 
separate  from  batch  input  and  allows  for  additional  controls. 
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Development  programmers  are  also  limited  by  their  access 
codes.   Programs  that  have  been  tested  and  functioning  properly 
will  not  be  accessible  to  the  programmers.   On-line  modifica- 
tions and  entry  by  programmers  will  not  be  allowed  except  during 
testing. 

These  controls  are  expected  to  be  in  place  by  July  1, 
1982. 

B.   DEVELOP  FORMAL  PROCEDURES  ENSURING  THAT  THE 
TESTING  OF  PROGRAM  MODIFICATIONS  WILL  NOT 
AFFECT  LIVE  DATA  BASE  FILES . 

Programs  requiring  modification  will  be  transferred  to 
a  test  file  and  given  another  name.   Modification  and 
compilations  will  be  done  to  the  test  program.   After  the 
program  has  been  modified  and  compiled,  one  of  the  following 
options  will  be  employed: 

1.  Programs  and  files  will  be  transferred  to  another 
computer  system  for  testing 

2.  Programs  will  be  tested  on  this  system  using  test 
DMS  files. 

3.  Programs  will  be  tested  on  this  system  but  instead 
of  writing  out  records  to  the  DMS,  they  will  be 
written  to  hardcopy  for  checking. 

When  the  programs  have  been  tested  and  are  functioning 
properly,  they  will  be  transferred  back  into  the  functioning 
program  library  and  put  into  operation. 
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Procedural  details  remain  to  be  worked  out,  but  are 
expected  to  be  completed  by  July  1,  198  2. 

C.  ESTABLISH  SYSTEMS  DEVELOPMENT,  PROGRAMMING, 
AND  DOCUMENTATION  STANDARDS. 

We  consider  the  state-of-the-art  in  system  development 
standards  to  be  so  primitive  as  to  be  counter  productive  in 
practice.   The  GSD  has  been  used  as  a  guide  during  MMIS  system 
development  and  documentation.   Establishment  of  programming 
and  documentation  standards  at  HD  has  been  under  consideration 
for  some  time,  but  no  standards  have  as  yet  been  developed. 

D.  PROVIDE  ADEQUATE  TECHNICAL  DOCUMENTATION  OF 
THE  MEDICAID  MANAGEMENT  INFORMATION  SYSTEM'S 
PROCESSING  FLOW,  PROGRAM  FUNCTIONS,  DATA  FILE 
LAYOUT,  TEST  DATA  PROCEDURES,  CONTROL 
FEATURES ,  AND  PROGRAM  CHANGES . 

Documentation  of  the  current  system  is  essentially 
complete  except  for  "TEST  DATA  PROCEDURES,  CONTROL  FEATURES, 
AND  PROGRAM  CHANGES."   These  will  be  documented  following 
completion  of  the  work  discussed  above  under  RECOMMENDATIONS 
2A  &  B .   A  draft  document  on  all  but  these  last  three  items 
has  been  supplied  to  SRS. 
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E.  DEVELOP  A  FORMAL  DISASTER  RECOVERY  PLAN. 

A  formal  disaster  recovery  plan  was  developed  since  the 
audit  was  completed. 

F.  CONTROL  ACCESS  TO  MMIS  TAPES  THROUGH  THE 
LIBRARIAN  FUNCTION. 

MMIS  tapes  are  now  controlled  through  a  librarian 
function. 
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